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THE  CONSUMER  CHECKING  ACCOUNT  EQUITY  ACT 
OF  1979 


TirSSDAY,  KAT  16,  1979 

House  of  REPRESENTATivEa, 
Stjbcohhtttee  on  Financial  iNsirrDnoNa 

Supervision,  Regulation  and  Insurance, 
CoJUorrBE  on  Banking,  Finance  and  Urban  Affairs, 

Washingion,  D.C. 

The  subcommittee  met  at  10 :05  a.m.  in  room  2128  of  the  Raybun 
House  Office  Buildins,  Hon.  Fernand  J.  St  Germain  (chairman  of  thi 
subcommittee)  presiding. 

Present :  Representatives  St  Germain,  Annunzio,  Hanley,  D' Amours 
Barnard,  Wylie,  Hyde,  Hansen,  and  Leach. 

Chairman  St  Germain.  The  subcommittee  will  come  to  order. 

This  morning  we  begin  hearings  on  a  long  overdue  measure,  H.B. 
3864,  a  bill  to  provide  the  consumer  access  to  a  simple  interest-bearinfj 
checking  account. 

Despite  all  of  the  real  and  imagined  fears  left  in  the  wake  of  th( 
Great  Depression,  it  is  amazing  that  we  have  waited  46  years  to  pro- 
vide this  simple  equity  for  the  small  consumer  and  the  small  business- 
man. 

We  have  the  U.S.  Court  of  Appeals  for  the  District  of  Columbie 
to  thank  for  finally  focusing  attention — for  focusing  action — on  thii 
issue.  On  April  20,  the  court  quite  correctly  stated  that  it  was  th( 
Congress  responsibility  to  set  policy  and  to  decide,  once  and  for  all 
whether  it  wanted  consumers  to  have  a  full  ran^  of  checking  ac 
count  privileges  at  all  types  of  depository  institutions  and  an  oppor^ 
timity  to  be  compensated  for  leaving  his  money  in  these  deposits. 

I  agree  fully  with  the  court.  In  tact,  I  trie^  to  sav  the  same  thin^ 
more  than  1  year  ago  when  I  introduced  the  same  legislation.  Thai 
bill,  as  you  know,  was  greeted  with  thundering  silence. 

Under  the  court  of  appeals  decision,  a  similar  response  this  yeai 
will  mean  the  end  of  automatic  transfers,  share  drafts,  remote  servic< 
units,  and  other  variations  on  the  same  theme. 

Unless  we  act  in  the  next  few  months,  we  will  be  back  to  grounc 
zero— back  with  the  1933  approaches  to  checking  accounts  except  ii 
those  States  where  we  have  specifically  authorized  NOW  accounts. 

Let  us  not  allow  this  forum  to  be  used  for  end  runs  on  that  bill 
Regulation  Q,  too,  will  have  its  hour — rest  assured — but  we  do  no 
intend  to  become  bogged  down  with  that  issue  in  these  hearings. 

We  are  especially  fortunate  to  have  as  our  first  witnesses  thii 
morning  two  distinguished  legislators,  pioneers  in  our  joint  effort 
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to  achieve  simple  equi^  for  tlie  small  consumer  and  the  small  business- 
man, Congressman  John  H.  Rousselot  and  Senator  Thomas  J. 
Mclntyre. 

Neitner  witness  needs  an  introduction  to  this  subcommittee,  but  the 
Chair  wants  both  of  you  gentlemen  to  know  how  much  the  subcommit- 
tee appreciates  your  taking  the  time  to  give  us  the  benefit  of  your  years 

'   '   s  the 


of  experience,  and  the  chairman  particularly  appreciates  t 

agement  you  have  both  given  me  in  the  past  and  by  your  presence  today 

to  continue  the  fight. 

I  never  had  any  doubt  when  John  Rousselot  left  the  subcommittee 
as  ranking  minoritv  member  that  his  wise  counsel  would  always  be 
available  to  us  and  knowing  Tom  Mclntyre  as  I  do,  it  likewise  came  as 
no  surprise  when  he  offered  to  be  of  all  possible  assistance  to  me  as  we 
open  these  hearings  todav  in  still  another  effort  to  achieve  for  the 
customer,  the  banking  puolic,  a  full  range  of  checking  account  priv- 
ileges in  all  depository  institutions  with  reasonable  compensation  for 
these  deposita 

[The  text  of  H.R.  3864  follows :] 
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H.R.3864 


To  knwnd  the  Federal  Reune  Act  lo  eliminate  the  prohibilion  on  the  piivpKUt  o( 
mierest  on  denumd  depoeil«  and  to  allow  Tederallv  iiiiured  savinge  and  loan 
■uoGutioni  and  credit  unions  to  receive  demand  depoiiti,  and  Tor  other 

purpoiei. 


IN  THE  HOUSE  OF  KEPRESENTATIVES 
Mat  1,  19T9 
8t  OEBMAirt  introduced  tbe  following  bill;  which  was  referred  to  tbe 
Committee  on  Banking,  Finance  and  Urban  Affairs 


A  BILL 

To  amend  the  Federal  Reserve  Act  to  eltminat«  tbe  prohibition 
on  the  payment  of  interest  on  demand  deposits  and  to  allow 
federaUy  insured  savings  and  loan  associations  and  credit 
unions  to  receive  demand  deposits,  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Represenla- 

2  tivesofthe  United  Stales  of  America  in  Congress  assembled, 

3  That  this  Act  may  be  cited  as  the  "Consumer  Checking 

4  Account  Equity  Act  of  1979". 

5  Sec.  2.  Subsection  (i)  of  section  19  of  the  Federal 

6  Reserve  Act  (12  U.S.C.  371a)  is  hereby  repealed. 
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1  Sec.  3.  Section  2  of  the  Act  entitled  "An  Act  to  extend 

2  certain  laws  relating  to  the  payment  of  interest  on  time  and 

3  savings  deposits,  to  prohibit  depositor}'  institutions  from  per- 

4  mitting  negotiable  orders  of  withdrawal  to  be  made  w-ith 

5  respect  to  any  deposit  or  account  on  which  any  interest  or 

6  dividend  is  paid,  to  authorize  Federal  savings  and  loan  asso- 

7  ciations  and  national  banks  to  ow-n  stock  in  and  invest  in 

8  loans  to  certiun  State  housing  corporations,  and  for  other 

9  purposes"  approved  August  16,  1973  (Public  Law  93-100; 

10  87  Stat.  342),  is  hereby  repealed. 

11  Sec.  4.  (a)  Section  3(g)  of  the  Federal  Deposit  Insur- 

12  ance  Act  (12  U.S.C.  1813(g))  is  amended  by  striking  out  ": 

13  Provided,  That  the  bank  maintains,"  and  all  that  follows 

14  through  the  end  thereof  and  inserting  in  lieu  thereof  a  period. 

15  (b)  Section  18(g)  of  the  Federal  Deposit  Insurance  Act 

16  (12  U.S.C.  1828(g))  is  amended— 

17  (1)  by  striking  out  the  first  sentence;  and 

18  (2)  by  adding  at  the  end  thereof  the  following  new 

19  undesignated  paragraph: 

20  "Every  insured  mutual  savings  bank  and  insured  sav- 

21  ings  bank  is  authorized  to  receive  demand  deposits  from  its 

22  depositors  and  to  permit  withdrawals  or  transfers  of  such 

23  demand  deposits  on  negotiable,  transferable,  or  nonnegotiable 

24  check,  order,  or  authorization,  in  accordance  with  rules  and 

25  regulations  prescribed  by  the  Board  of  Directors.". 
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1  Sec.  5.  (a)  Section  5  of  the  Home  Owners'  Loan  Act  of 

2  1933  (12  U.S.C.  1464)  is  amended— 

3  (1)  by  striking  out  the  first  sentence  of  subsection 

4  (b)(1)  and  inserting  in  lieu  thereof  the  following:  "An 

5  association  msy  raise  capital  in  the  form  of  such  depos- 

6  its  (including  demand  deposits),  shares,  or  other  ac- 

7  counts  (all  of  which  are  referred  to  in  this  section  as 

8  accounts  and  all  of  which  shall  have  the  same  priority 

9  upon  liquidation)  aa  are  authorized  by  its  charter  or  by 

10  regulations  of  the  Board,  and  may  issue  such  pass- 

11  books,  certificates,  or  other  evidence  of  accounts  as  are 

12  so  authorized."; 

13  (2)  by  striking  out  the  last  sentence  of  subsection 

14  (b)(1)  and  inserting  in  lieu  thereof  the  following:  "Any 

15  association  may  permit  withdrawals  or  transfers  of  ac- 

16  counts  on  negotiable,  transferable,  or  nonnegotiable 

17  check,  order,  or  authorization."; 

18  (3)     in     subsection    (cKlMA),     by    striking    out 

19  "savings   account"   and    inserting   in   lieu   thereof 

20  "account"; 

21  (4)  by  striking  out  "savings  account"  each  place  it 

22  appears  therein  and  inserting  in  lieu  thereof  "account"; 

23  and 


,dhvG00glc 


1  ("()  by  striking  out  "savings  accounts"  each  place 

2  it    appears    therein    and    inserting    in    lieu    thereof 

3  "accounts". 

4  <b)  Section  5A  of  the  Federal  Home  Loan  Bank  Act  (12 

5  U.S.C.  1425a)  is  amended  by  adding  at  the  end  thereof  the 

6  following  new  subsection: 

7  "(g)  Every  member  shall  maintain  reserves  against  its 

8  demand  accounts  or  deposits  as  defined  by  the  Board  in 

9  amounts  not  less  than  such  percentages  of  its  aggregate 

10  amounts  of  such  deposits  or  accounts  as  may  be  prescribed  by 

1 1  the  Board,  after  consultation  with  the  Board  of  Governors  of 

12  the  Federal  Reserve  System,  Reser\es  held  by  a  member 

13  to  meet  the  requirements  of  this  subsection  shall  be  in  the 

14  form  of — 

15  "(1)  balances  maintained  for  such  purpose  by  such 

16  member  in  the   Federal  Home  Loan   Bank  of  which 

17  such  member  is  a  member;  and 

18  "(2)  the  currency  and  coin  held  by  such  member, 

19  or  such  part  thereof,  as  the  Board  may  prescribe  by 

20  regulation.". 

21  (cHD  Section  401(c)  of  the  National  Housing  Act  (12 

22  U.S.C.  1724(c))  is  amended  by  adding  at  the  end  thereof  the 

23  following  new  sentence:  "Such  term  includes  any  demand 

24  deposit  account  which  permits  the  insured  member  to  make 
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1  transferable,  or  nonnegotiable  check,  order,  or  authorization, 

2  in  accordance  with  rules  and  regulations  prescribed  by  the 

3  Federal  Savings  and  Loan  Insurance  Corporation.", 

4  (2KA)  Section  409  of  the  National  Housing  Act  (12 

5  U.S.C.  1730b)  is  amended  by  inserting  "(a)"  before  "The 

6  savings  account"  and  by  adding  at  the  end  thereof  the  follow- 

7  ing  new  subsection: 

6  "(b)  Every  insured  institution  is  authorized  to  receive 

9  demand  deposits  from  its  insured  members  and  to  permit  such 

10  insured  members  to  make  withdrawals  or  transfers  of  such 

1 1  demand  deposits  on  negotiable,  transferable,  or  nonnegotiable 

12  check,  order,  or  authorization,  in  accordance  with  rules  and 

13  regulations  prescribed  by  the  Corporation.". 

14  (B)  The  heading  of  section  409  of  the  National  Housing 

15  Act  (12  U.S.C.  nSOb)  is  amended  by  inserting  ";  demand 

16  deposits"  after  "insured  institutions". 

17  Sec.  6.  (a)  Section  101(5)  of  the  Federal  Credit  Union 

18  Act  (12  U.S.C.  1752(5))  is  amended  by  striking  out  "or  share 

19  certificate"  each  place  it  appears  therein  and  inserting  in  lieu 

20  thereof  ",  share  certificate,  or  demand  deposit". 

21  (b)  Section  107(6)  of  the  Federal  Credit  Union  Act  (12 

22  U.S.C.  1757(6))  is  amended  by  striking  out  "credit  unions 

23  sending"  and  all  that  follows  through  the  end  thereof  and 

24  inserting  in  lieu  thereof  "credit  unions  serving  predominately 


,dhvGooglc 


t  tow-income  members  (as  defined  bv  the  Board)  paj-ments 

2  on— 

3  "(A)  shares  which  may  be  issued  at  varying  divi- 

4  dend  rates; 

5  "(B)  share  certificates  which  may  be  issued  at 

6  vari-ing  dividend  rates  and  maturities;  and 

7  "(C)  demand  deposits; 

8  subject  to  such  terms,  rates,  and  conditions  as  may  be  estab- 

9  lished  by  the  board  of  directors,  within  limitations  prescribed 

10  by  the  Board.". 

11  (c)  Section  116  of  the  Federal  Credit  Union  Act  (12 

12  U.S.C.  1762)  is  amended  by  adding  at  the  end  thereof  the 

13  following  new  subsection: 

14  "(c)  Each  Federal  credit  union  shall  maintain  reserves 

15  against  its  demand  accounts  or  deposits  as  defmed  by  the 

16  Board  in  amounts  not  less  than  such  percentages  of  its  aggre- 

17  gate  amounts  of  such  deposits  or  accounts  as  may  be  pre- 

18  scribed  by  the  Board,  after  consultation  with  the  Board  of 

19  Governors  of  the  Federal  Reserve  System.  Reserves  held  by 

20  Federal  credit  unions  to  meet  the  requirements  of  this  sub- 

21  section  shall  be  in  a  form  specified  by  rules  and  regulations 

22  prescribed  by  the  Board.". 

23  (d)  Section  117  of  the  Federal  Credit  Union  Act  (12 

24  U.S.C.  1763)  is  amended— 

25  (1)  in  the  first  sentence — 
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1  (A)  by  striking  out  "and"  the  second  place  it 

2  appears  therein  and  inserting  in  lieu  thereof  a 

3  comma;  and 

4  (B)  by  inserting  ",  and  at  different  rates  on 

5  different  t>-peg  of  demand  depoBits"  before  the 

6  period  at  the  end  thereof;  and 

7  (2)  in  the  second  sentence,  by  striking  out  "and 

8  share  certificates"  and  inserting  in  lieu  thereof  ",  share 

9  certificates,  and  demand  deposits". 

10  (e)  Section  205  of  the  Federal  Credit  Union  Act  (12 

11  U.S.C.  1785)  is  amended  by  adding  at  the  end  thereof  the 

12  follou-ing  new  subsection: 

13  "(0  Every  insured  credit  union  is  authorized  to  receive 

14  demand  deposits  and  to  permit  withdrawals  or  transfers  of 

15  such  demand  deposits  on  negotiable,  transferable,  or  nonne- 

16  gotiabte  check,  order,  or  authorization,  in  accordance  with 

17  rules  and  regulations  prescribed  by  the  Board.". 

18  Sec.  7.  The  amendments  made  by  this  Act  shall  take 

19  effect  on  December  31,  1979. 
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Chairman  St  Germain.  At  this  time,  I  would  recognize  the  ranking 
minority  member,  Mr.  Wylie,  for  an  opening  statement, 

Mr.  Wtlie.  Thank  you  very  much,  Mr.  Chairman. 

It  is  a  real  pleasure  for  me  to  join  with  you  and  welcome  the  dis- 
tinguished former  Senator  from  the  State  of  New  Hampshire,  Thomas 
J.  Mclntyre,  and  the  distinguished  Republican  from  California,  John 
Bousselot. 

Like  you,  I  can  think  of  no  two  more  suitable  witnesses  than  thesb 
two  gentlemen  to  lead  off  these  important  hearings  on  this  very  impor- 
tant subject. 

The  chairman  of  the  Senate  Subcommittee  on  Financial  Institu- 
tions for  many  years  has  worked  diligently  for  NOW  accounts,  as  has 
my  good  friend  and  colleague;  the  gentleman  from  California,  Mr, 
Rousselot,  who  preceded  me  as  the  ranking  minority  member  on  this 
subcommittee.  And  even  though  he  has  left  the  subcommittee,  he  has 
maintained  keen  interest  in  this  committee  work,  and  he  has  joined  & 
distinguished  alumni  of  this  committee  who  now  serves  on  the  House 
Ways  and  Means  Committee. 

And  I  welcome  you,  Senator,  and  you.  Congressman  Bousselot,  here 
this  morning. 

But  as  you  have  pointed  out,  Mr.  Chairman,  the  recent  Federal  court 
!ais  ('     '  '       ' 


of  appeals  decision  to  suspend  share  draft  accounts,  remote  e 
units,  and  automatic  transfer  accounts,  effective  January  1,  1980,  has 
provided  for  the  incentive  to  resolve  the  issues  which  have  been  the  sub- 
ject of  seemingly  endless  commission  studies  and  committee  hearings. 

And  some  oi  the  very  difficult,  but  legitimate,  questions  are :  Should 
the  prohibition  against  payment  of  interest  on  all  demand  deposits, 
whether  they  be  called  ATS,  BATS,  or  SCATS,  be  repealed  ? 

Should  the  interest  rate  controls,  including  both  ceilings  and  the 
differential  be  eliminated  immediately,  phased  out  over  a  predeter- 
mined period  of  time,  or  retained  indefinitely  t 

My  position  is  a  little  bit  more  di£Scult  for  me  than  yours  is  at  the 
present  time,  apparently. 

What  new  powers  should  be  granted  to  thrift  institutions  to  enable 
them  to  compete  effectively  in  the  absence  of  rate  controls ! 

Should  depository  institutions  remain  specialized,  or  should  they 
be  given  equal  powers  and  encouraged  to  compete  on  a  broad  front ! 

How  can  Congress  best  protect  the  interest  of  the  consumers  of 
depository  institutions  in  the  continued  availability  of  the  broadest 
possible  range  of  financial  services,  consistent  with  a  reasonable  de- 
gree of  safety  and  soundness  t 

As  a  part  of  my  preparation  for  these  hearings  this  morning,  I  went 
back  to  the  spirited  debate  we  had  on  this  issue  back  on  October  31. 
1975;  and  I  see  m^  friend  from  California  smiling,  because  he  and  I 
were  involved  in  it— on  opposite  sides,  I  might  add.  And  the  vote  at 
that  time  resulted  in  a  vote  of  218  to  134  in  favor  of  deleting  the  NOW 
account  authority  from  the  Depository  Institutions  Amendments  Act 
of  1975. 

I  think  it  was  interesting — the  exercise  was  interesting — but  I 
expressed  some  concerns  at  that  time  and  said  that  I  spoke  on  the 
amendment  reluctantly.  I  spoke  on  it  because  the  issue  was  extremely 
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difficult  for  me  then,  as  it  is  now.  I  would  like  unanimous  consent  to 
include  at  this  point  my  statement  in  1975. 

Chairman  St  Germain.  Without  objection,  so  ordered. 

Mr.  Wtlie.  The  following  is  the  text  of  my  remarks : 

Ur.  Cbairman,  I  was  not  goiag  to  apeak  on  this  amendtnent  and  I  do  so  now 
reluctantly.  I  speak  on  It  because  this  Is  an  extremely  difficult  vote  for  me  ae 
It  may  be  for  some  of  the  other  Members.  There  are  good  arguments  to  be  made 
on  both  sides  of  this  lesne.  I  attended  the  bearings  of  the  subcommittee  of  tbe 
Committee  on  Banking,  Currency  and  Housing  wblch  considered  this  Issue  and 
heard  tbe  Chairman  of  tbe  Federal  Deposit  Insurance  Corporation,  Mr.  Frank 
WlUe.  testify  that  there  baa  been  no  great  dlslntermediatlon  In  the  States  of 
New  Hampshire  and  {Massachusetts)  tbe  two  States  tbat  have  bad  tbe  NOW 
accounts  on  an  experimental  basis  for  almost  2  years.  I  also  learned  there  Is  no 
lack  of  experts  on  tbe  subject  of  NOW  accounts.  There  Is  much  disagreement 
among  tbe  experts  as  to  tbe  Impact  XOW  accounts  (would  have)  on  the  financial 
Institutions  of  tbe  country  and  what  Its  effect  might  be  from  an  economic 
standpoint. 

(The  Banking  Act  of  1933  established  the  principle  that  Interest  should  not 
be  paid  on  checking  accounts.  It  was  called  "hot"  money  because  of  tbe  com- 
petition for  It  and  becanse  it  went  from  bank  to  tuiak  so  quickly.) 

I  went  on  to  say — my  opinion  then  as  now : 

Tbe  cost  of  paying  interest  on  NOW  accounts  It  seems  to  me  has  to  be  passed 
on  to  somebody  and  that  somebody  Is  the  loan  consumer.  So  I  cannot  see  how 
tbe  NOW  account  would  l>eneflt  the  person  who  Is  seeking  money  for  his  house  gr 
seeking  money  for  loans  because  as  I  see  it.  If  Interest  Is  paid  on  NOW  accounts 
to  obtain  money  for  lending  purposes  the  cost  will  be  passed  on.  That  is  my  initial 
reaction  as  to  tbe  effect  of  the  NOW  account. 

The  Banking  Act,  as  I  observed  at  that  time,  in  1933,  established  that 
interest  should  not  be  paid  on  checking  accounts,  that  checking  ac- 
count money  on  which  interest  was  paid  was  called  "hot  money" 
because  of  the  com^tition  for  it,  and  it  went  from  bank  to  bank 
almost  on  a  daily  basis. 

But  then  I  went  on  to  say  the  cost  o£  paying  interest  on  NOW 
accounts,  it  seems  to  me,  has  to  be  passed  on  to  somebody  and  that 
somebody  is  the  loan  customer. 

That  was  my  initial  reaction,  but  my  mind  is  open  today,  as  it  was 
then.  I  am  here  to  listen. 

I  know  you  two  fellows  have  done  a  lot  of  work  on  this  and  a  lot  of 
study  on  this,  the  FINE  study  to  which  we  both  referred  at  that  time. 
And  I  mentioned  the  FIXE  study  and  said  that  I  thought  we  should 
wait  until  its  completion,  until  we  made  a  decision  on  NOW  accounts, 
but  tliat  has  now  been  completed. 

Its  principal  effect  was  to  confirm  our  belief  that  it  is  extremely 
difficult  to  legislate  on  this  highly  complex,  controversial  issue  of 
financial  reform.  And  it  is  with  an  open  mind  that  I  approach  these 
hearings  this  morning. 

And  now,  Mr,  Cliairman.  I  am  very  anxious  to  hear  from  our  two 
distinguished  witnesses. 

Thank  you  very  much. 

Chairman  St  Germain,  Thank ^ou. 

At  this  point.  I  would  recognize  my  distingiiislied  colleague  from 
the  great  New  England  State  of  New  Hampshire,  Mr.  D'Amours. 

Mr.  D'Amours.  Thank  you.  Mr.  Chairman, 
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I  don't  have  any  prepared  statement  to  give,  and  I  want  to  get  to 
the  testimony,  just  as  we  all  do.  But  I  would  be  remiss  if  I  didn't  com- 
pliment you,  Mr.  Chairman,  in  acting  so  expeditiously  following  the 
circuit  court  of  appeals  decisions  here  in  Washington  in  getting  to  this 
legislation  and  scheduling  these  hearings,  and  particularly  providing 
us  with  this  distinguished  panel  of  witnesses  Uiat  we  have  before  us 
today. 

I  particularly  want  to  welcome  our  very  distinguished  former- 
Senator  from  New  Hampshire,  the  Honorable  Thomas  J.  Mclntyre, 
who,  when  he  was  chairman  of  our  sister  subcommittee  in  the  Senate, 
was  this  Nation's  preeminent  spokesman  for  the  NOW  account,  and 
whose  interest  in  tne  consumer  causes  him  to  come  here  today,  when 
no  longer  a  member  of  Congress,  to  lend  his  support  and  his  weight 
to  this  very  important  piece  of  legislation  which  you  have  introduced. 

The  Nation  listened — at  least  the  Congress  listened  to  Tom  Mclntyre 
when  he  was  chairman  of  the  Financial  Institutions  Subcommittee  of 
the  Senate.  I  hope  it  will  listen  to  him  with  equal  attention  and  follow 
his  lead  again  ttxlay. 

I  remember  when  Tom  Mclntyre  was  first  fighting  the  battle  for 
NOW  accounts  against  many  who  felt  that  the  NOW  account  was 
potentially  the  source  of  a  good  number  of  predicted  ills  that  never 
came  about.  They  were  predicting  the  NOW  account  would  destroy 
our  banking  system,  would  perhaps  even  cause  cancer  in  laboratory 
mice,  [Laughter.] 

But  Tom  Mclntyre  persisted,  and  we  experimented  in  New  Hamp- 
shire. He  was  willing  to  put  his  own  State  on  the  line  then,  and  we  have 
seen  it  work.  And  we  have  seen  attempts  to  imitate  the  NOW  accounts, 
by  the  regulators,  by  creating  other  classes  of  accounts  that  were  re- 
cently ruled  invalid,  bring  us  to  the  impasse  we  are  at  today. 

Senator  Mclntyre,  I  thank  you  for  your  work  then,  and  I  thank  you 
for  your  interest  now.  And  I  am  very  proud  to  welcome  you  to  this 
subcommittee. 

Chairman  St  Germain.  Glentlemen,  I  think  that  you  are  completely 
and  totally  welcomed,  and  now  we  will  get  down  to  the  business  of 
the  day. 

We  will  first  start  with  Senator  Mclntyre,  and  put  both  your  entire 
statements  in  the  record,  and  you  may  proceed. 

STATEMENT  OF  HOH.  THOUAS  J.  UcUTTTBE,  FOSHER  U.S.  SENATOB 
PBOH  THE  STATE  OF  NEW  EAHFSHIBE 

Mr.  McInttre.  Mr.  Chairman,  and  members  of  the  subcommittee, 
and  in  special  deference  to  my  former  colleague  Norman  E.  D' Amours, 
for  whom  I  have  great  admiration,  I  sincerely  appreciate  the  oppor- 
tunity (o  appear  here  this  morning. 

This  is  a  new  role  for  me,  appearing  on  this  side  of  the  witness  table, 
but  one  which  I  approach  with  great  enthusiasm. 

Mr.  Chairman,  lor  the  record,  I  am  Thomas  J.  Mclntyre,  and  I  am 
affiliated  with  the  law  firm  of  Sullivan  &  Worcester  of  Boston  and 
Washington. 

On  the  matter  before  the  subcommittee  this  morning,  the  firm  repre- 
sents several  mutual  savings  banks  in  the  States  of  Pennsylvania  and 
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Washington  whose  views  are  consistent,  I  assure  you,  with  my  pre- 
pared ttStimony. 

I  will  not  review,  Mr.  Chairman,  today — this  morning — the  exten- 
sive legislative,  regulatory,  and  judicial  history  which  precedes  this 
hearing. 

During  the  time  I  had  the  privilege  of  serving  in  the  U.S.  Senate, 
and  particularly  as  chairman  of  the  Subcommittee  on  Financial  Insti- 
tutions, I  participated  in  many  efforts  with  you  and  others,  Mr.  Chair- 
man, to  secure  to  the  banking  public  of  this  country  the  benefits  of 
H.K.  3864,  the  Consumer  Checking  Account  Equity  Act  of  1979. 

These  efforts  brought  progress,  but  at  a  disappointingly  slow  pace. 
This  morning,  however,  the  opportunity  for  conclusive  congressnmal 
action  appears  greater  than  at  any  time  in  the  past. 

Consequently,  I  applaud  your  bill,  Mr,  Chairman,  and  the  dispatch 
with  which  these  hearings  were  scheduled.  I  am  pleased  to  appear  in 
support  of  this  bill  because  my  initial  disappointment  with  the  court 
of  appeals  decision  has  given  way  to  anticipation  that  the  court  hae, 
as  you  suggested  to  me  in  your  letter  of  invitation,  Mr,  Chairman,  pro- 
vided the  necessary  impetus  "so  that  at  long  last  our  respective  efforts 
extending  over  a  numoer  of  years  now  have  a  reasonable  prospect  of 


What  has  changed?  Circumstances  have  changed,  in  some  respects 
significantly. 

In  the  first  place,  it  has  invariably  proved  more  difficult  for  Congress 
to  confer  benefits  than  to  protect  l>enefits  already  in  place.  Hopefully, 
the  same  rule  will  hold  true  in  this  instance  as  well. 

Second,  Congress  has  also  invariably  proven  more  responsive  when 
faced  with  a  deadline.  The  deadline  imposed  by  the  court,  of  January  1, 
1980,  provides  impetus  for  action  often  lacking  before. 

Third,  previous  efforts  liave  been  almost  totally  dominated  by  com- 
peting special  interests.  With  legislative  inertia  bolstered  by  the  ^«od- 
f ast  defense  of  protective  law  and  regulation,  it  is  no  wonder  that  new 
initiatives  have  often  fallen  prey  to  tne  status  quo,  the  good  old  status 
quo. 

Indeed,  one  of  my  principal  frustrations  as  a  legislator  was  the 
almost  total  lack  of  effective  input  from  the  average  consumer  as  to 
how  the  financial  industry  might  best  serve  the  public  needs  and 
convenience. 

Happily,  this  is  no  longer  the  case  with  regard  to  the  matter  before 
the  subcommittee  today,  the  matter  of  interest-bearing  transaction 
accounts. 

The  most  compelling  argument  in  support  of  H.R,  3864  is  that  it 
makes  sound  puhlic  policy,  not  measured  by  what  special  interest 
groups  may  think,  but  by  the  millions  of  Americans  who  every  day,  in 
virtually  every  political  jurisdiction,  support  enthusiastically  with 
their  dollars  convenient  interest-bearing  transaction  services,  many  of 
which  are  now  in  jeopardy. 

On  the  essential  provisions  of  H.R,  3864,  transaction  accounts, 
interest  bearing,  for  all  financial  institutions,  the  average  consumer, 
Mr.  Chairman,  is  now  represented.  TTiis  not  only  constitutes  a  signifi- 
cant change  in  circumstance,  but  underlies  the  basic  point  I  wish  to 
emphasize  to  your  subcommittee  this  morning.  The  issue  is  not,  as  some 
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have  suggested,  whether  transaation  accounts  should  be  available  to  all 
types  of  institutions  or  whether  these  accounts  should  pay  interest. 

This  phraseology,  borrowed  from  the  past,  flies  in  the  race  of  a  clear 
and  unmistakable  "public"  record  supporting  enactment  of  this  biU. 

While  NOW  accounts,  per  se,  are  not  the  subject  of  this  hearing, 
experience  with  NOW  accounts  in  New  England  and  New  York  gives 
te^imony  to  my  point  and  is  certainly  instructive  to  a  consideration  of 
this  bill. 

In  June  of  1977,  the  administration  submitted  its  nationwide  NOW 
account  bill  to  Cimgress.  At  that  time  there  were  li^  million  NOW 
accounts  outstanding  in  New  England  with  balances  totaling  $2.3 
billion. 

Now  today,  2.3  million  accounts,  totaling  $3.7  billion,  are  in  existence 
in  New  England,  a  60-percejit  increase  In  a  period  of  22  months. 

Most  recently,  NOW  accounts  were  permitted  in  New  York  last 
November.  In  the  first  5  months,  290,000  NOW  accounts  were  opened, 
totaling  $1.3  billion. 

These  figures — this  experience,  Mr,  Chairman,  is  representative  of 
the  manner  in  which  consumers  enthusiastically  endorse  interest- 
bearing  transaction  accounts  when  given  tlie  opportunity  to  do  so. 

There  is  no  issue  left  as  to  the  merit  of  interest-bearing  transaction 
accounts.  The  issue  is  moot,  having  been  resolved  in  the  fmancial  mar- 
ketplace by  those  solely  and  uniquely  qualified  to  resolve  it,  the  banking 
public. 

I  urge  this  subcommittee  to  keep  this  point  uppermost  in  mind. 
I  recognize  that  various  interests  may  seek  to  attach  conditions  to 
the  enactment  of  this  legislation.  While  certain  of  these  proposals  may 
have  merit,  none  have  the  vote  of  public  confidence  enjoyed  by  your 
bill,  Mr.  Chairman. 

Transaction  accounts  have  earned  their  priority  and  deserve,  as 
contemplated  in  this  bill,  to  stand  alone,  hostage  to  no  conditions. 

At  this  point,  however,  I  would  like  to  briefly  address  three  issues 
likely  to  be  raised  in  the  context  of  this  bill :  regulation  Q,  the  Federal 
Reserve  membership,  and  the  dual  banking  system. 

It  is  unlikely  that  this  bill  will  escape  the  traditional  "us  versus 
them"  confrontation  on  regulation  Q  and  the  differential. 

Certainly,  recent  attention  has  demonstrated,  as  perhaps  never 
before,  that  regulation  Q  is  fundamentally  anticonsumer  and  anti- 
competitive. 

However,  I  urge  the  subcommittee  to  differentiate  between  refla- 
tion Q  ceilings  and  the  cjuarter-point  differential.  The  differential  is 
fundamentally  a  competitive  consideration  between  the  commercials 
and  the  thrifts,  while  it  is  ceilings  which  are  contrary  to  the  interest 
of  consumers. 

Not  only  are  ceilings  contrary  to  the  interests  of  consumers,  in 
many  instances  they  simply  don't  work  in  terms  of  insulating  financial 
institutions  from  competition  with  other  participants  in  the  market- 
place. It  is  the  ceilings,  therefore,  which  carry  with  them  public  inter- 
est considerations. 

Mr.  Chairman,  unfortunately  the  next  sentence  is  not  in  your  state- 
ment and  was  omitted  by  mistake.  That  sentence  is :  With  regard  now 
to  the  Federal  Reserve  membership  issue,  the  Banking  Committee  has 
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worked  hard  in  pursuit  of  a  responsible  solution.  The  objective  i-emains 
not  to  induce  Federal  Reserve  membership,  but  to  remove  the  disin- 
centives to  Federal  Reserve  membership, 

In  recent  months,  the  issue  of  membership,  like  regulation  Q,  has 
been,  and  sliould  continue  to  be,  treated  independently.  However,  if 
the  subcommittee  feels  compelled  to  consider  the  issue  of  Federal 
Reserve  membership  in  tlie  context  of  transaction  accounts,  I  com- 
mend to  the  subcommittee  Senate  bill  S.  2055,  the  Consumer  Financial 
Services  Act,  reported  by  the  Senate  Banking  Conmiittee  in  August 
1977. 

This  was  the  bill,  supported  by  the  administration  and  the  Fed,  in 
which  Federal  Reserve  membership  was  addressed  in  the  context  of 
nationwide  NOW  accounts.  While  no  longer  pertinent  in  some  respects, 
the  bill  is  very  instructive  to  a  consideration  of  these  issues. 

With  regard  to  the  dual  banking  system,  Mr.  Chairman,  the  system 
contemplates  a  healtliy  tension  between  the  Federal  and  State  systems, 
permitting  each  system  to  take  the  lead  at  various  times  in  terms  of 
better  serving  the  needs  of  tlie  financial  community  and  the  banking 
public. 

Even  if  the  court's  opinion  were  to  stand — the  court  of  appeals — 
certain  int«rest-bearing  transaction  services  could  still  continue  at 
State-chartered  institutions,  not  to  mention  NOW  accounts  in  New 
England  and  New  York,  which  were  pioneered  by  State-chartered 
mutual  savings  banks. 

Yet  time  and  again,  one  encounters  the  attitude  in  some  banking 
circles  that  the  dual  banking  system  means  something  quite  different, 
that  States  must  always  lead,  and  the  Federal  Government  must 
always  follow  in  matters  having  any  bearing  on  the  competitive 
equality  of  State  and  Federal  institutions. 

Therefore,  the  argument  is  made  that  it  would  be  unfair  to  permit 
national  banks.  Federal  savings  and  loans,  of  Federal  credit  unions 
to  do  anything  which  is  not  permitted  under  State  law  to  State 
institutions  because,  in  doing  so,  it  would  grant  them  an  unfair 
advantage. 

Mr.  Chairman  and  members  of  the  subcommittee,  it  seems  to  me 
that  the  test  ought  not  to  be  whether  one  group  has  a  temporary  leg 
up,  but  whether  the  public  is  being  served  by  the  most  efficient  and 
re^onsive  financial  system  possible,  consistent  with  fundamental 
safety  and  soundness  of  the  banking  system. 

As  for  interest-bearing  transaction  accounts  themselves,  what  would 
I  have  the  Congress  do  ? 

At  the  very  minimum,  I  submit  that  Congress  has  the  inescapable 
responsibility- — inescapable  responsibility  to  safeguard  the  millions 
of  depositors  whose  financial  services  are  jeopardized  by  the  ruling 
of  the  court. 

Some  statistics  are  given  here,  but  skipping  over  them,  in  the  interest 
of  time,  these  statistics  show  that  the  merits  of  these  services  are  no 
longer  at  issue.  The  Congress  clearly  has  a  responsibility  to  uphold 
them. 

While  this  primary  responsibility  bears  emphasis,  Mr.  Chairman,  I 
believe  Congress  also  has  the  broader  responsibility  contemplated  in 
H.R.  3864.  llie  old  ways  of  savings,  transferring  fimds,  ana  making 
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payments  are  changit^,  as  are  the  attitudes  and  practices  of  the  public 
toward  convenience.  The  public  no  longer  wisnes  to  choose  between 
convenience  and  interest  payments. 

The  Board  of  Governors  of  the  Federal  Reserve  System,  2  years  ago, 
concluded  that  explicit  interest  on  transactions  balances  had  become 
irreversible.  The  prohibition  against  interest  on  demand  deposita  has 
only,  as  you  pointed  out  in  your  statement,  spawned  NOW  accounts, 
share  draft  accounts,  preautnorized  transfers  from  savings  accounts, 
telephone  transfers  from  savings  accounts  to  checking  or  draft  ac- 
counts, or  to  third  parties  directly,  and  electronic  transfers  from 
savings  accounts  by  the  use  of  a  plastic  card. 

Moreover,  the  future  lies  not  only  with  financial  institutions,  but 
with  nondepository  competitors  as  well.  Witness  withdrawals  of  cash 
from  money-market  mutual  funds  by  negotiable  draft  and  the  cash 
management  accounts  offered  by  a  leading  securities  firm. 

So  in  conclusion,  Mr.  Chairman,  recent  assaults  on  regulation  Q 
demonstrate  that  the  consumer  will  be  served. 

As  for  interest- bearing  transaction  accounts,  the  issue  is  not  whether 
the  momentum  to  date  can  be  stopped,  but  whether,  as  in  H.R.  3864, 
Congress  may  establish  order  and  rationality  to  an  evolutionary 
process  which  so  far  has  been  piecemeal  and  often  inequitable  and 
inefficient. 

In  my  opinion,  Mr.  Chairman  and  members  of  tlie  subcommittee, 
this  objective  would  be  well  served  by  enactment  of  this  legislation. 

Thank  you. 

[Senator  Mclntyre's  prepared  statement  follows :] 
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statement  of  Thonae  J.  Hclntyre 


Supecviaion,  Regulation  and  Insurance 
U.S.  Hoiue  o£  RepresentativaB 

Hr.  Chairman  and  ■lembera  of  the  Subconnittee : 

I  sincerely  appreciate  the  opportunity  to  appear  here  this 
morning.  This  ia  a  new  role  for  me  -  aopearing  on  this  side  of 
the  witness  table  -  but  one  which  I  approach  with  enthusiasm. 

I  will  not  review  today  the  extensive  legislative,  re9ulatory 
and  judicial  history  which  precedes  this  hearing.   During  the 
tiae  I  had  the  privilege  of  serving  in  the  United  States  Senate, 
and  particularly  as  Chaiman  of  the  Subconnittee  on  Financial 
Institutions.  I  participated  in  many  efforts  with  you  and  others, 
Hr.  Chairman,  to  secure  to  the  banking  public  of  this  country 
the  benefits  of  H.R.  3B64,  the  Consumer  Checking  Account  Eguity 
Act  of  1979. 

These  efforts  brought  progress,  but  at  a  disappointingly 

Today,  however,  the  opportunity  for  conclusive  Congressional 
action  appears  greater  than  at  anytime  in  the  past.   Consequently, 
I  applaud  H.R.  3964  and  the  dispatch  with  which  these  hearings 
were  scheduled.   I  an  pleased  to  appear  in  support  of  this  bill 
because  my  initial  disappointment  with  the  Court  of  Appeals 
decision  has  given  way  to  anticipation  that  the  Court  has,  as  you 
suggest  to  me  in  your  letter  of  invitation,  Hr.  Chairman,  provided 
the  necessary  inpetus  *so  that  at  long  last  our  respective  efforts 
extending  over  a  number  of  years  now  have  a  reasonable  prospect 

What  has  changed?  Circumstances  have  changed,  in  some 
respects  significantly. 

In  the  first  place,  it  has  invariably  proved  more  difficult 
for  Congress  to  confer  benefits  than  to  protect  benefits  already 
In  place.   Hopefully,  the  same  rule  will  hold  true  in  t1 
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as  well. 

Second,  Con9resB  has  also  Invariably  proven  n 
when  faced  with  a  deadline.  The  deadline  imposed  by  the  Court  of 
January  I,  19S0  provides  impetus  for  action  often  lacking  before. 

Third,  previous  efforts  have  been  almost  totally  dominated 
by  coinpstlnq  special  interests.  Mlth  leqislatlve  inertia  bolstered 
by  the  steadfast  defense  of  protective  law  and  requlatlon,  it  Is 
no  wonder  that  new  initiativsB  have  often  fallen  prey  to  the 
Status  quo. 

Indeed,  one  of  ny  principal  frustrations  as  a  legislator  was 
the  almoat  total  lack  of  effective  input  from  the  average  consumer 
as  to  how  the  financial  industry  Bight  best  serve  the  public  needs 
and  convenience* 

Happily,  this  is  no  longer  the  case  with  regard  to  the  matter 
before  the  Subcoimittee  today,  the  matter  of  IntereBt-bearinq 

H.R.  1864  ia  that  it  makes  sound  public  policy,  not  Measured  by 
what  Bpecial  intarest  groups  may  think,  but  by  the  ■llllons  of 
Americans,  who,  every  day,  in  virtually  every  political  jurisdic- 
tion, support  enthusiastically  with  their  dollars,  convenient 
interest -bearing  transaction  services,  many  of  which  are  now  in 
Jeopardy. 

On  the  essential  provisions  of  H.R.  3364  -  transaction  accounta, 
Interest-bearing,  for  all  financial  institutions  -  the  average 
consumer  is   now  represented.  This  not  only  conatitutas  a  signi- 
ficant change  in  circunstance  but  underlies  the  baaic  point  T 
wish  to  emphasize  to  this  Subcoinnlttee  today.   The  issue  ia  not, 
as  some  have  suggested,  whether  transaction  accounts  should  be 
available  to  all  types  of  Institutions  or  whether  these  account* 
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should  pay  Interest.  This  phraseology,  borrowed  from  the  past, 
(lies  in  the  taee  of  a  clear  and  unmistakabls  "public"  record 
supporting  enactnent  of  this  bill. 

While  NOM  accounts,  per  se,  are  not  the  subject  of  this  hearing, 
•icperienc*  vith  NOW  accounts  in  New  England  and  Hew  York  gives 
Cestinony  to  ay  point  and  is  certainly  instructive  to  a  conaideratlon 
of  H.R.  3864.   In  June,  1977,  the  Administration  sutnltted  its 
nationwide  NCM  account  bill  to  Congress.  At  that  tine  there  were 
1  1/2  million  HOW  accounts  outstanding  in  Hew  England  with  balances 
totalling  more  than  $3.3  billion. 

Sine*  that  time,  in  Massachusetts  and  Hew  HampshiTS,  where 
HOW  accounts  were  sanctioned  in  January,  1974,  the  nuaber  of  NOW 
accounts  has  increased  38t  and  54t,  respective 
ing  Hew  England  states,  where  HOH  accounts  wer 
until  March,  1976,  NOW  accounts  have  Increased  1 
200t  In  Maine  and  245t  in  Verstont.  While  the 
Island  are  not  comparable,  due  to  the  unique  i 
coimarcial  banks  and  thrift  institutions,  ther 
today  In  Rhode  Island  over  38,000  HO**  accounts 
than  $171  million.  For  Hew  England  as  a  whole, 
gcown  steadily  and  significantly,  with  2.3  Billion  NOW 
now  totalling  more  than  $3.7  billion.  This  represents 
New  England-wide,  of  60%  over  the  past  22  aonths. 

When  it  comes  to  managing  personal  finances,  consumers  in 
New  England  are  no  different  than  consuners  in  other  parts  of 
the  country.  Host  recently,  HOW  accounta  were  permitted  in  Hew 
York  last  November.   In  the  first  5  months,  290,000  N 
were  opened,  totalling  $1.3  billion. 


t  permitted 


J  for  Rhode 


are  outstanding 
totalling  more 
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Thi«  •xp»rienc«  with  NOW  acoountB  ie  neraly  repraiantativn. 
To  uie  but  ana  rslatsd  exanple,  a  mutual  savingi  bank  in  ttia  State 
of  Mashington  offers  both  a  non-Interest  bearing  NOW  account  and 
a  telephone  biltpayer  account.  Since  Novetnber  1   of  last  year, 
cuitonera  have  had  the  option  of  linking  the  tHO  account!  together, 
creating  an  automatic  transfer  account.   In  six  months,  over  13,000 
such  accounts  have  been  opened,  totalling  $2G.5  million  in  depoiits. 
The  pay-by-phone  service  itself  has  generated  48,000  accounts 
totalling  $120  million  in  deposits,  payments  from  which  can  ba 
made  by  talephone  to  almost  12,000  different  merchants. 

In  the  month  of  April  alone,  these  services  combined 
9enarated  a  voluma  of  14,000  transactions  dally,  involving  $2.4 
million. 

Again,  this  experience  is  representative  of  the  manner  in 
which  consumers  enthusiastically  endorae  inters st-bsaring  trans- 
•ction  accounts  whan  given  the  opportunity  to  do  so. 


There  ia  no  Issue  left  « 


The  issue  is  moot,  having  been  resolved  in  the  financial 
marketplace  by  those  solely  and  uniquely  qualified  to  resolve  it  - 
the  banking  public. 

I  urge  the  Subcoimittee  to  keep  this  point  uppermost  in  mind. 
I  recognize  that  various  interests  may  seek  to  attach  'conditions* 
to  the  enactment  of  this  Isgislation-  While  certain  of  these 
proposals  may  have  merit,  none  have  the  voce  of  public  confidence 
enjoyed  by  H.R,  3964  itself.  Transaction  accKiunts  have  earned 
their  priority  and  deserve,  as  contemplated  In  this  bill,  to 
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stand  alone,  hoatage  to  no  'conditions.' 

Kt  this  point,  hovevar,  I  would  like  to  briefly  address  three 
Issu*  likely  to  be  raised  in  the  context  of  this  bill  -  Re9ulatlon 
3,  Federal  Reserve  membership  and  the  dual  banking  syaten. 

Xt  is  unlikely  that  this  bill  vlll  escape  tha  traditional 
"us*  versus  ■  them'  confrontation  on  Regulation  0  and  tha  differ- 
Certainly  recent  attention  has  demonstrated,  as  perhaps  nevsr 
before,  that  Regulation  Q  is  fundamentally  ant 1- cons uner  and  anti' 
coiQ>etltive.  However,  I  urge  the  Subcoimittee  to  dlf farentlata 
between  Regulation  3  ceilings  and  the  quarter-polnt  dif facentlal. 
The  differential  is  fundamentally  a  conpetitlva  conaiderdtion 
betwean  the  commercial  banking  industry  and  tha  thrift  industry. 
UnlasB  and  until  tha  thrift  industry  can  demonstrate  its  competi- 
tive viability  without  tha  differential,  the  differential  will 
likely  be  maintained. 

Therefore,  any  atteTipt  to  address  Regulation  ']  should  be 
allied  at  deposit  rata  ceilings.  Ths  motivation  of  Congress  should 
be  ths  desire  to  elininite  the  artificial  crutch  of  deposit  rate 
ceilings.   It  is  the  ceilings  that  underscore    the  disadvantage 
under  Regulation  Q   for  all  financial  Institutions  in  terms  of 
their  ability  to  comoote  with  other  participants  in  the  marketplace 
during  periods  of  high  Intereat  rates.  Hot  only  are  ceilings 
contrary  to  the  interests  of  qronsumsrs,  in  many  instances  they 
simply  don't  work.   It  is  the  eeilims,  therefore,  which  carry 
with  them  public  interest  considerations. 
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The  objeetiva  renaini  not  to  induce  Pedacal  Raaarva  membership 
but  to  remove  diaincantivaH  to  Federal  Ressrvs  meaberBhip. 

In  recent  months,  tha  isaua  of  Federal  Reserve  membership, 
like  Regulation  0.  has  been,  and  should  continue  to  be,  treated 
Independently.   However,  If  the  Subcoimitcee  feels  compelled  to 
consider  the  issue  of  Federal  Reserve  nenberahlp  In  the  context 
of  transaction  accounts,  I  comiBend  to  the  Subcommittee  S.2055, 
the  Conaunier  Financial  Services  Act,  reported  by  tha  Senate 
Banking  Conmlttee  in  August,  19TT.  This  was  the  bill,  supported 
by  the  Adninistration  and  the  Federal  Reserve,  in  vhich  Federal 
Reserve  nemberahlp  was  addressed  in  the  context  of  nationwide 
Sfff  accounts,  'flille  no  longer  pertinent  in  some  respects,  the 
bill  is  very  Instructive  to  a  conaideratlon  of  these  issues. 

With  regard  to  the  dual  banking  system,  the  system  contem- 
plates a  healthy  tension  between  the  Federal  and  State  systems 
permitting  each  systen  to  take  the  lead  at  various  times  in  terns 
of  better  serving  the  needs  of  the  financial  community  and  the 
banking  public.  Even  if  the  Court's  opinion  were  to  stand,  certain 

state  chartered  Institutions,  not  to  mention  MOM  accounts  in 
Hew  England  and  New  york  which  were  pioneered  by  state- chartered 
nutual  savings  banks. 

Yet  time  and  again,  one  encounters  the  attitude  in  some 
banking  circles  that  the  dual  banking  system  means  something 
quite  dKferent  -  that  States  must  always  lead  and  the  Federal 
government  must  always  follow  in  matters  having  any  bearing  on 
the  competitive  equality  of  state  and  federal  institutions. 

Therefore,  the  argument  is  made  that  it  would  be  unfair  to 
permit  national  banks.  Federal  stL's  or  Federal  credit  unions 
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to  do  aoythlnq  which  Is  not  ovmittad  und*r  stats  law  to  stats 
institutions  becauss.  In  doing  so,  it  would  ^rant  thsa  an  unfair 
advantaga. 

It  sssns  to  ma  that  the  test  ought  not  to  ba  whethsr 
ons  group  has  a  tanporary  leg  up  but  whathsr  the  public  is  bsing 
sacvad  by  ths  nost  afficient  and  reaponsiva  financial  systan 
possible,  consistent  with  fundamental  safety  and  soundness  of 
the  banking  system. 

As  for  interest- bearing  transaction  accounts,  themselves, 
what  would  :  have  the  Congress  do7 

At  the  very  minimum,  I  submit  that  Congress  has  the  ines- 
capable reaponHlblllty  to  safeguard  the  millions  of  depositors 
whose  financial  servlcea  are  jeopardized  by  the  ruling  of  the 

Based  on  nost  recent  figures,  these  sarvlces  alone  -  credit 
union  share  drafts,  savings  and  loan  remote  service  units  and 


lal  savings  bank  automatic  transfers  - 
,on  accounts  representing  available 

alnost  $9  billion.   Interestingly, 

amount  is  held  ] 


comnerclal  bank  and 
have  generated  3.S  nil: 
transaction  baiancei 
over  two-thlrda  of  thii 
accounts  offered 

Over  4,200  institutions  nationwide  are  now  offering  on« 
another  of  theae  services  In  every  state. 
having  been  In  place  for  almost  five  yea: 

To  repeat,  Mr.  Chairman,  the  merits 
no  longer  at  Issue  and  Congress  clearly  has  the  responslbll 
to  uphold  them. 

In  doin<j  BO,  however.  Congress  must  make  certain  that  ' 
applicabllit/  of  the  opinion  of  the  Court  Is  fully  taken  In' 


jbyGoogle 


5o«e  discuaalon  tia*  focuBvd  on  vhathar  th*  Court's 
opinion  nay  inadvertently  affaet  tcanaactlon  accounts  unrelated 
to  any  oC  the  speclfie  ctgulattona  struck  down.  As  a  consequence, 
eaca  oust  be  taken  that  the  anactmsnt  of  Federal  legislation  negates 
entirely  the  effect  of  the  Court's  nillng. 

Hhils  thlB  primary  responsibility  bears  emphasis.  %•  Chair- 
man, I  believe  Congress  also  has  the  broader  responsibility 
comCsmplatad  in  H.ft.  3B64,  The  old  ways  of  savings,  transferring 
funds  and  making  paynenti  arechanging,  as  are  the  attitudes  and 
praeticsa  of  the  public  toward  convenisncs.   Tha  public  no  longer 
wishes  to  choose  between  convenience  and  interest- 
Two  years  ago  the  Board  of  Governors  of  the  Federal  Reserve 
System  concluded  that  explic 


had  become  irreversll 
demand  deposits  has  01 
preauthorized  tcanifei 
Ccom  savings  accounts 
parties  directly  and  e] 
by  use  of  a  plaatie  cai 
with  financial 
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ily  spawned  HOW  accounts,  share  draft  accounts, 
I  from  savlnga  accounta,  telephone  transfers 
I  checking  or  draft  accounta,  or  to  third 
sleetronic  transfers  from  savings  accounta 
'eover,  the  future  lies  not  only 
It  with  non-depository  oon^ietitors 
as  well.   Witness  withdrawals  of  cash  from  money-market  mutual 
funds  by  negotiable  draft  and  the  cash  management  accounts  offered 
by  a  leading  aecuricii 

The  trend  Is  significant.   As  of  March,  accounts  in  money- 
market  mutual  funda  jumped  to  740,000,  up  from  205,000  a  year 
earlier,  with  105,000  accounts  added  during  March  alone.   As  of 
raid-April,  these  funds  held  over  S19  billion  in  assets,  up  from 
S10.9  billion  at  Che  end  of  1979  and  ;5.7  billion  a  year  earlier. 
Moreover,  the  average  yield  over  a  30-day  period  was  9.61,  up  from 
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6.21  s  year  earlivr.  As  thaae  figures  suggest,  the  market  may 
■till  be  the  DOBt  potent  of  those  forces  affecting  the  outcome 
of  financial  legislation. 

In  conclusion,  Hr.  Chaiman,  recent  assaults  on  Regulation  3 
daaonatiate  that  the  consumer  will  be  served. 

As  for  interest- bearing  transaction  accounts,  the  Issue  Is 
not  whether  the  monentun  to  date  can  be  stopped,  but  whether,  as 
in  H.R.  3S64,  Congress  may  establish  order  and  rationality  to  an 
evolutionary  process  which  so  far  has  been  piacemeal  and  often 
inequitable  and  inefficient. 

In  my  opinion,  this  objective  would  be  wall  served  by  enact- 
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Chainnan  St  Germain.  Thank  you,  Senator. 

And  I  would  be  remiss  if  I  didn't  take  the  opportunity  to  obeerTe 
that  not  only  is  the  entire  statement  very  forthright,  clear,  unequivo- 
cal, but  your  personal  disclosure  rif^ht  at  the  be^nning  of  year 
statement  is  frankly  the  most  forthright  disclosure  I  nave  ever  heard. 
It  is  just  Tom  Mclntyre,  as  always,  and  we  really,  really  appreciate 
it. 

Mr.  McInttre.  May  I  say,  Mr.  Chairman,  that  the  time  you  and 
I  conferred  about  the  possibility  of  my  appearing  here,  we  did  not 
represent  any  mutual  savings  banks  at  the  firm  to  my  knowledge.  We 
have  since,  but  we  were  really  puzzled  about  it,  because,  as  yon  know, 
ethics  is  very  much  a  problem.  And  so  I  wanted  to  disclose  that  fact 

Chairman  St  Germain.  I  hope  you  have  set  a  pattern  for  others 
that  come  up  here  sometimes  under  the  guise  of — well,  who  knows 
what,  but  we  are  thankful  for  the  manner  in  which  you  have  handled 
this. 

Now  we  will  hear  from  another  recalcitrant  witness,  our  collea^e, 
Mr.  Rousselot. 

STATEMENT  OF  HON.  JOHN  H.  ROTJSSELOT,  A  REFBESENTATITE  IN 
CONGKESS  FEOH  THE  STATE  OF  CALIFORNIA 

Mr.  RoDSSELOT.  Mr.  Chainnan,  I  appreciate  very  much  your  call- 
ing these  hearings  for  a  lot  of  reasons,  as  you  can  imagine. 

By  the  way,  I  want  to  say.  Senator,  I  appreciate  being  here  with 
you  again.  We  have  been  in  many  conferences  together. 

But  in  any  regard,  I  do  appreciate  appearing  here  with  you  today. 

I  do  not  represent  necessarily  the  Ways  and  Means  Committee. 

r  laughter.] 

Mr.  RouBSELOT.  Though  I  am  a  member  of  that  distinguished 
group.  And  I  want  to  say  that  I  appreciate  the  chance  to  be  here  with 
my  colleagues  of  this  subcommittee.  I  won't  say  former  colleagues 
because  I  am  still  with  you,  I  think,  I  appreciate  really  more  Qian 
I  can  say  the  chance  you  have  given  us,  Mr.  Chairman,  to  be  here, 
both  of  us,  and  comment  on  the  legislation  that  you  have  submitted. 

We  are  grateful  to  you,  many  of  us,  because  our  mail  is  beginning 
to  pour  in  since  the  court  decision,  for  your  willingness  to  move  so 
quickly  on  this  issue,  not  only  for  putting  up  a  target  bill  that  we 
can  start  discussing,  but  also  for  calling  the  hearings  and  making 
sure  that  adequate  discussion  ensues. 

I  want  to  say  that  it  just  proves  that  members  of  the  Banking,  Fi- 
nance and  Urban  Affairs  Committee,  former  members  don't  me  or 
they  don't  even  fade  away,  but  sometimes  they  come  back  to  haunt  you. 

So  I  appreciate  the  ehanco  you  have  given  us  to  be  here.  It  is  a 
privilege  to  appear  on  the  same  panel  with  the  distinguished  former 
Senator  from  New  Hampshire,  Tom  Mclntyre,  who  so  ably  cham- 
pioned the  cause  of  financial  refoT-m  during  his  tenure  as  chairman 
of  the  Subcommittee  on  Financial  Institutions  of  the  Senate  Banking 
Committee, 

It  is  no  coincidence  that  the  Senator  and  I  represent  respectively 
the  Northeastern  I'nited  States  and  California  in  the  West,  areas 
whicli  have  seen  the  fiercest  competition  for  retail  deposits  and  in 
wliioli  ^he  demand  for  new  financial  services  has  been  the  greatest. 
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Botli  of  us  are  ver^  conscious  of  tJie  need  to  serve  the  consumer 
and  not  just  the  financial  institutions  themselves. 

I  also  want  to  acknowledge — I  am  glad  to  see  my  successor  as  rank- 
ing minority  member,  Mr.  Wylie,  here,  the  distin^ished  Representa- 
tive from  Ohio.  To  be  ranking  on  such  an  active  subcommittee  is 
always  a  challenging  job,  but  the  recent  court  decision  has  made  it 
even  more  so. 

You  have  my  best  wishes  and  full  moral  support,  an3  it  must  be 
nice  to  be  right  in  the  firing  line,  both  you  and  Cliairman  St  Germain. 
I  am  sure  that  you  will  work  as  closely  as  both  of  us  did  in  the  past. 

In  my  statement  I  sliall  discuss  the  recent  history  of  the  subcom- 
mittee's consideration  of  financial  reform  legislation,  set  forth  some 
basic  facts  which  I  believe  the  subcommittee  should  keep  in  mind  as 
it  grapples  witli  the  issues  raised  by  tlie  court  decision,  and  make 
several  specific  recommendations  concerning  the  direction  in  whioh 
the  subcommittee  should  move. 

I  tliink  the  Senator  is  right  in  saying  that  the  consumers  should 
be  ser\-ed  and  must  be  served,  I  am  sure  that  this  committee  will  keep 
that  in  mind  as  it  looks  at  the  mandate  of  the  court  of  appeals. 

Now  Chairman  St  Germain,  Senator  Mclntyre,  and  I  share  vivid 
recollections  of  the  debate  which  took  place  during  the  93d  Congress, 
to  which  my  colleague,  Mr.  Wylie,  has  also  referred,  which  resulted 
in  Federal  ratification  of  what  has  been  referred  to  as  the  NOW  ac- 
count experiment. 

The  original  two-State  experiment  was  quickly  expanded  to  include 
the  rest  of  New  England.  While  not  everyone  is  totally  delighted  witJi 
the  conditions  in  the  New  England  financial  markets  today,  I  believe 
it  is  safe  to  say  that  none,  none  of  the  dira  predictions  which  were 
made  when  Congress  considered  the  NOW  account  legislation  has 
really  come  to  pass,  and  I  think  that  that  is  always  interesting  because 
we  in  California  also  remember  all  tlie  dire  consequences  that  were 
predicted  for  proposition  IS,  and  none  of  tliose  came  about.  I  might 
say  the  same  about  NOW  accounts. 

In  1975,  the  House  defeated  a  proposal,  as  has  already  been  men- 
tioned, to  extend  NOW  accounts  nationwide.  But  at  the  end  of  the 
95th  Congress,  New  York  was  added  to  the  list  of  States  in  wliich 
federally  cliartered  depository  institutions  could  offer  NOW  accounts. 

In  1975-76,  the  subcommittee  conducted  a  series  of  extensive  hear- 
ings popularly  known  as  the  FINE  study,  on  the  subject  of  financial 
reform.  Although  many  excellent  proposals  were  considered  and  a 
valuable  record  was  made,  the  results  of  the  study  were  inconclusive. 
The  entire  period  has  seen,  as  the  Senator  has  already  mentioned, 
piec^neal  movement  in  the  direction  of  authorizing  all  depository 
institutions  to  offer  interest-bearing  transaction  accounts,  primarily 
as  a  result  of  what  might  be  called  creative  interpretations  of  the 
statutes  which  govern  the  powers  of  depository  institutions  by  the 
authorities  which  regulate  those  institutions. 

Unless  the  court  of  appeals  decision  is  set  aside  between  now  and 
the  end  of  the  year,  or  another  stay  of  its  order  is  granted,  it  appears 
that  Congress  will  have  to  face  the  unpalatable  decision  of  whether 
to  enforce  the  prohibition  against  the  payment  of  intereet-on-demand 
deposits  or  to  cast  it  aside  once  and  for  all. 
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Recent  hearings  held  both  on  and  off  Capitol  Hill  on  the  various 
proposals  to  improve  alternatives  arailable  to  small  savers  have  bewi 
manied  by  some  fairly  heavy  rhetoric.  Spokesmen  for  savers  oi^;am- 
zations  have  complained  that  inflation  and  hi^  taxes  wijw  out  the 
interest  on  their  savings  and  even  part  of  the  principal.  Spokesmen 
for  the  depository  institutions  argue  that  they  cannot  earn  a  sufScient 
return  on  their  assets  to  improve  their  payments  to  savers. 

It  is  important  to  recognize  that  the  underlying  cause  of  the  in- 
creased tension  between  savers  and  depository  institutions  is  the  in- 
flation from  which  this  country  has  suffered  ever  since  it  tried  to 
Srovide  guns  for  the  war  in  Vietnam  and  butter  for  the  very  ambitious 
freat  Society  social  programs,  both  at  the  same  time.  The  House  has 
recently  grappled  with  me  inflation  issue,  during  its  consideration  of 
the  budget  resolution.  We  know  that  the  inflation  rate  is  presently 
about  13  percent,  and  that  is  destructive  to  savers  and  the  people 
living  on  fixed  incomes. 

The  inflation  rate  that  we  have  experienced  in  this  post-Vietnam 
war  period  plays  liavoc  with  interest  rate  ceilings  on  rates  paid  to 
savers  and  charged  to  borrowers  which  were  established  in  much 
quieter  times.  Volatile  money  market  conditions  create  especially 
serious  difficulties  for  thrift  institutions,  whose  business  of  financing 
housing  necessarily  involves  long-term  commitments.  The  inability  or 
unwilhngne.ss  of  responsible  Federal  authorities,  and  I  refer  primarily 
to  the  Board  of  Governors  of  the  Federal  Reserve  System,  to  control 
inflation  has  caused  the  instability  in  the  financial  markets  which  we 
have  all  decried.  Savers,  borrowers,  and  depository  institutions  are 
the  victims  of  this  governmental  neglect. 

Legislators  sliould  bear  in  mind  that  there  are  millions  of  customers 
of  depository  institutions  who  are  using  and  benefiting  from  the  serv- 
ices which  the  court  of  appeals  held  violative  ot  Federal  law,  Tlie 
court  itself  had  the  interest  of  these  consumers  in  mind  when  it  stayed 
the  effective  date  of  its  suspen^on  until  January  1, 1980. 

Credit  unions  have  nearly  1  million  members  with  share  draft  ac- 
counts. And  these  accounts  total  more  than  $800  million.  More  than 
three-quarters  of  1  million  commercial  bank  customers  are  utilizing 
automatic  transfer  accounts,  with  total  deposits  of  more  than  $6  bil- 
lion. Moreover,  we  know  that  many  banks  have  been  offering  auto- 
matic transfer  services  to  selected  customers  for  years.  In  fact,  when 
the  Federal  financial  institutions  regulators  promulgated  their  auto- 
matic transfer  regulations  last  fall,  a  number  of  bank  executives  re- 
marke<l  that  they  never  thought  they  lacked  the  authority  to  offer 
what  they  considered  to  be  "overdraft  protection"  to  checking  account 
customers  who  ha<:l  money  in  their  savings  accounts. 

Remote  service  units  have  proven  to  be  a  valuable  service  for  custo- 
mers of  savings  and  loan  institutions  One  large  California  association 
operates  32  remote  service  units  as  "convenience  booths"  in  high  traf- 
fic locations.  Remote  service  units  enable  customere  to  save  not  only 
time  but  also  gasoline,  which  has  recently  become  important  in  Cali- 
fornia, which  is  of  great  importance,  especially  in  gasoline-starved 
southern  California. 

Frankly,  I  do  not  understand  what  the  court  had  in  mind  when  it 
held  that  withdrawals  from  these  remote  service  units  are  functionally 
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equivalent  to  a  check.  Given  that  there  is  no  negotiable  instrument 
with  which  a  third  party  can  be  paid,  nevertheless,  thrift  institutions 
do  offer  so-called  bill-payer  and  telephone  transfer  accounts,  which 
may  operate  beneath  a  legal  cloud  under  the  reasoning  of  the  court 
decision. 

We  need  to  be  mindful  of  the  fact  that  customers  of  depository 
institutions  have  plentiful  alternatives  to  traditional  checking  and 
savings  accounts,  and  the  existence  of  these  alternatives  contributes  to 
the  pressure  for  financial  reform.  Money  market  mutual  funds,  some 
of  wnich  pay  interest  at  rates  in  excess  of  10  percent  and  most  of  which 
permit  shareholders  to  write  checks  in  amounts  above  a  specified 
minimum,  have  enjoyed  phenomenal  growth  and  now  hold  more  than 
$20  billion  in  their  accounts.  Sears  haa  announced  plans  to  sell  its  obli- 
gations to  customers  in  small  denominations  b(^nning  next  year. 
Many  of  the  innovative  services  which  are  now  being  developed  chal- 
len^  not  only  regulation  Q  and  the  prohibition  against  the  payment 
of  interest  «i  demand  deposits  but  also  the  restrictions  against  inter- 
state branching  contained  in  the  McFadden  Act.  The  advent  of  the 
electrcmic  fund  transfer  service  poses  a  formidable  threat  to  tradi- 
tional notions  of  what  constitutes  a  definition  of  "branch." 

Finally,  it  must  be  recognized  that  many  depository  institutions, 
particularly  those  which  are  located  in  most  competitive  market  areas, 
will  need  to  obtain  new  powers  so  that  they  can  improve  their  earnings 
and  their  ability  to  compete  for  retail  deposits. 

At  the  same  time,  the  managers  of  many  of  these  institutions  are 
either  opposed  to  the  new  grants  of  authority  or  are  prepared  to 
accept  them  reluctantly. 

This  is  because  they  prefer  to  specialize  in  the  financing  of  agri- 
culture, in  the  case  of  many  small  banks,  or  housing,  in  the  case  of 
most  thrift  institutions. 

They  have  no  desire  to  see  their  institutions  become  "homogenized," 
yet  in  the  market  much  more  than  the  Congress  or  any  other  power 
is  forcing  them  to  move  in  that  direction. 

WHAT  IB  TO  BE  DONET 

As  you  know,  I  am  never  short  of  suggestions.  There  are  a  number 
of  suggestions  which  I  would  offer  as  a  set  of  appropriate  responses  to 
the  circumstances  which  have  been  discussed  above. 

First,  the  most  effective  single  action  which  could  be  taken  to  reduce 
the  pressure  on  our  Nation's  financial  system  would  be  to  restore  mone- 
tary stability.  The  cause  of  inflation  is  not  mysterious.  Inflation  results 
from  the  creation  of  money  at  a  faster  rate  than  is  justified  by  the 
ability  of  the  economy  to  increase  the  production  of  goods  and  services. 

The  cure  for  inflation  is  not  to  go  to  the  opposite  extreme,  to  sud- 
denly and  dramatically  reduce  money  growth  and  bring  on  a  severe 
recession,  for  this  creates  a  demand  for  the  countercyclical  spending 
and  cheap  money,  which  serves  as  an  excuse  to  crank  upthe  enginedta 
inflation  for  another  ride  on  the  inflation  rollercoaster.  The  cure,  in  my 
judgment,  is  for  the  Federal  Reserve  to  announce  that  it  is  going  to 
j^dually  reduce  the  rate  of  money  growth  to  realistic  levels  and  keep 
it  there,  and  then  for  the  Fed  to  achieve  its  announced  goals. 
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Since  this  committee  acts  as  a  hearing  and  receptive  board  for  re- 
viewing what  they  are  doing,  I  hope  that  it  can  discuss  that  more  with 
the  FiSeral  Reserve  when  the  Chairman  and  Governors  come  up 
to  Congress  and  that  the  committee  will  insist  upon  knowing  what 
the  Fed's  goals  are  on  monetary  growth.  Organizatitms  of  savers  and 
of  depository  institutions  should  use  their  considerable  influence  to 
encourage  the  Fed  to  adopt  that  course.  Even  Members  of  Ccmgress  can 
be  of  some  help  in  promoting  this  cause. 

Second,  Congress  should  provide  some  tax  incentives  for  the  small 
saver.  At  present,  the  balance  is  heavily  titled  toward  debt  and  c<m- 
sumption  mstead  of  toward  savings  and  investment.  The  explosion 
of  consumer  debt,  which  has  reached  a  peak  in  recent  months,  ^ows 
that  the  small  saver  understands  this.  I  am  confident  that  if  the 
balance  is  titled  the  other  way,  the  saver  will  respond.  And  accord- 
ingly, with  many  others,  I  have  introduced  bills.  Mine  are  H.R.  734 
and  H.R.  735,  which  would  exclude  from  gross  income  the  first  $1,000 
or  $2,000,  respectively,  of  interest  earned  on  savings  held  in  depoeitory 
institutions. 

There  are  several  other  proposals  which  provide  other  tax  incen- 
tives to  savers.  I  know  my  colleague,  Mr.  Annunzio,  has  some  pro- 
posals, and  I  am  hopeful  they  will  all  receive  serious  attention  by  the 
Committee  on  Ways  and  Means  on  which  I  serve. 

Third,  some  form  of  relief  should  be  afforded  as  soon  as  possible  to 
the  millions  of  customers  of  depository  institutions  who  are  presently 
using  the  services  which  now  stand  to  be  suspended  under  the  court 
decision.  Congress  has  a  mandate  and  an  incentive  to  address  the  larger 
policy  issues  raised  by  the  court  decision,  and  I  hope  that  it  can  fulfill 
this  mandate  as  quickly  as  possible.  At  the  same  time,  I  firmly  believe 
that  Congress  is  not  goinp  to  tell  the  millions  of  customers  that  they 
must  give  up  services  which  they  have  found  to  be  convenient,  and  I 
believe  you  will  agree  that  convenience  for  the  saver,  the  customer,  is 
a  most  important  considerat  ion.  In  my  judgment,  this  assurance  should 
be  provided  as  soon  as  possible  and  does  not  have  to  be  done  at  the  ex- 
pense of  broader  financial  reform  legislation. 

Fourth,  depositorj-  institutions  which  presently  lack  the  authority 
to  offer  transaction  accounts,  consumer  loans,  and  variable  rate  mort- 
gages, should  be  granted  these  powers.  Of  course,  I  am  speaking  pri- 
marily of  federally  chartered  savings  and  loan  associations,  assummg 
that  credit  unions  will  ultimately  be  confirmed  in  their  ability  to  offer 
share  draft  accounts. 

The  new  powers  will  not  be  welcome  on  the  part  of  all  of  these 
institutions,  but  they  are  needed  by  many,  and  I  believe  the  thrift 
industry  will  be  severely  handicapped  in  its  ability  to  compete  against 
other  depository  institutions,  as  well  as  nondepository  institutions. 
The  grant  of  new  powers  may  be  coupled  with  a  phaseoiit  of  regulation 
Q  over  a  period  of  years  sufficiently  long  to  enable  the  industry  to 
adjust  to  its  new  competitive  environment  and  sufficiently  short  to 
provide  an  incentive  to  make  the  necessary  adjustments.  Five  years 
seems  like  a  reasonable  period  to  me.  The  increasing  competitive 
strength  of  credit  unions  and  money  market  mutual  funds,  which  are 
not  subject  to  regulation  Q.  suggests  that  the  importance  and  the  utility 
of  this  regulation  are  likely  to  decline  in  any  event. 
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Throughout  the  consideration  of  financial  reform  legislation,  it 
should  be  borne  in  mind  that  the  objective  is  not  for  Congress  to  re- 
place one  structure  of  financial  institutions  with  another,  nor  to  dictate 
to  institutions  how  they  should  manage  their  new  powers,  for  Con- 
gress is  not,  in  my  judgment,  wise  enough  to  make  that  many  decisions. 
Instead,  Congress  should  establish  a  legislative  framework  within 
which  these  institutions  can  adapt  to  meet  the  needs  of  the  marketplace. 

In  conclusion,  I  wou!d  like  to  comment  briefly  on  the  chairman's  bill, 
H.R.  3864. 

Certainly,  the  combination  of  the  repeal  of  the  prohibition  against 
the  payment  of  interest  on  demand  deposits  with  the  grant  of  authority 
to  offer  transaction  accounts,  is  a  simple  and  direct  way  to  respond  to 
the  court  decision. 

I  have  two  major  reservations.  First,  I  am  concerned  that  it  may 
not  be  possible  to  achieve  enactment  of  the  simple  and  direct  proposal 
before  the  clock  runs  out  on  the  millions  of  customers  who  will  suffer 
if  the  court-ordered  suspension  of  services  should  take  effect.  It  would 
not  surprise  me  if  the  chairman  shared  this  concern  about  his  own  bill, 
but  I  am  sure  that  he  will  do  his  best  to  meet  the  court's  deadline. 

Let  me  say  I  agree  with  the  Senator.  I  hope  that  you  don't  hang  a 
lot  of  other  things  on  the  bill  and  use  it  as  a  wedge  for  all  kinds  of 
nongermane  amendments,  as  we  have  seen  happen  in  the  pnst.  We  are 
certainly  in  agreement  with  that,  if  that  doesn't  get  you  into  trouble. 

Second,  I  note  that  H.R.  3864  differs  from  a  similar  bill  which  the 
chairman  introduced  last  year,  in  that  it  applies  to  all  federally  in- 
sured depository  institutions,  not  just  to  federally  chartered  institu- 
tions. 

I  have  a  basic  philosophical  objection  to  removing  from  the  States 
the  authority  to  determine  the  extent  of  the  powers  to  be  exercised  by 
their  chartered  institutions.  Although  I  appreciate  the  frustration  on 
the  part  of  many  of  my  colleagues  with  tne  policy  decisions  made  by 
many  States  when  they  exercise  their  sovereign  powers — the  impracti- 
cal usury  statutes  which  some  States  have  adopted  are  a  good  ex- 
ample— I  still  believe  that  there  are  values  worth  preserving  in  the 
"dual  banking"  system.  After  all,  it  was  the  "dual  banking  system 
which  made  NOW  accounts  possible  in  New  England. 

I  thank  the  distinguished  chairman  and  the  members  of  this  sub- 
committee for  being  so  gracious  and  allowing  me  to  filibuster.  I  am 
trying  to  get  practice.  [Laughter.] 

[Congressman  Rousselot^  prepared  statement  follows :] 
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Mr.  Chairman  and  Members  of  the  Subcommittee, 

I  am  grateful  to  the  distinguished  Chairman  of  the  Subcommittee 
on  Financial  Institutions  for  the  opportunity  to  testify  on  a  matter  which 
la  of  great  importance,  both  to  customers  of  deposltoi-y  institutions  and 
to  the  institutions  themselves,  namely  the  future  of  transaction  accounts 
on  which  interest  is  paid  notwithstanding  the  long  statutory  prohibition 
against  the  payment  of  interest  on  demand  deposits. 

It  is  a  privilege  to  appear  on  the  same  panel  with  the  distinguished 
former  Senator  frcsn  New  Hampshire,  Tom  Mclntyre,  who  so  ably  cham- 
pioned the  cause  of  financial  reform  during  his  tenure  as  Chairman  of 
the  Subcororalttee  on  Financial  Institutions  of  the  Senate  Banitlng  Committee. 
It  Is  no  coincidence  that  the  Senator  and  1  represent,  respectively,  the 
Northeastern  United  States  and  California  in  the  West,  areas  which  have 
seen  the  fiercest  competition  for  retail  deposits  and  In  which  the  demand 
for  new  financial  services  has  been  greatest. 

I  also  want  to  acknowledge  my  successor  as  Ranking  Minority 
Member  of  the  Subcommittee,  the  distinguished  Representative  frtxn  Ohio, 
Chalmers  Wylle.     To  be  ranking  on  such  an  active  subcommittee  is  always 
a  challenging  job,  but  the  recent  court  decision  has  made  it  even  more 
so.     You  have  my  best  wishes  and  full  moral  support. 

In  my  statement  I  shall  discuss  the  recent  history  of  the  Subcom- 
mittee's consideration  of  financial  reform  legislation,  set  forth  some  basic 
facts  which  I  believe  the  Subcommittee  should  keep  In  mind  as  it  grapples 
with  the  issues  raised  by  the  court  decision,  and  make  several  specific 
recommendations  concerning  the  direction  in  which  the  Subcommittee 
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should  move  as  it  attempts  to  respond  to  the  mandate  of  the  Court  of 

Recent  Background 

Chairman  St  Germain,  Senator  Mclntyre,  and  I  share  vivid  recollec- 
tions of  the  debate  which  took  place  during  the  93d  Congress  and  which 
resulted  in  Federal  ratification  of  what  was  then  referred  to  as  the  NOW 
account  "experiment."     The  original  two-state  experiment  was  quickly 
expanded  to  include  the  rest  of  New  England.     While  not  everyone  Is 
totally  delighted  with  conditions  In  the  New  England  financial  markets 
today,  I  believe  It  Is  safe  to  say  that  none  of  the  dire  predictions  which 
were  made  when  Congress  considered  the  NOW  account  legislation  has 
come  to  pass. 

In  1975  the  House  defeated  a  proposal  to  extend  NOW  accounts 
nationwide,  but  at  the  end  of  the  95th  Congress,  New  York  was  added 
to  the  list  of  States  In  which  Federally -chartered  depository  Institutions 
could  offer  NOW  accounts.     In  1975-76  this  Subcommittee  conducted  a 
series  of  extensive  hearings,  popularly  known  as  the  'FINE  study"  on 
the  subject  of  financial  reform.     Although  many  excellent  proposals  were 
considered  and  a  valuable  record  was  made,  the  results  of  the  Study 
were  Inconclusive. 

The  entire  period  has  seen  "piecemeal"  movement  in  the  direction 
of  authorizing  aU  depository  institutions  to  offer  Interest -bearing  trans- 
action accounts,  primarily  as  a  result  of  what  might  be  called  "creative" 
Interpretations  of  the  statutes  which  govern  the  powers  of  depository 
Institutions  by  the  authorities  which  regulate  those  Institutions. 
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Unless  the  Court  of  Appeals  decision  Is  set  aside  between  now  and  the 
end  of  this  year,  or  another  stay  of  its  order  is  granted  It  appears  that 
Congress  will  have  to  face  the  unpalatable  decision  of  whether  to  enforce 
the  prohibition  against  the  payment  of  interest  on  demand  deposits  or  to 
cast  it  aside,  once  and  for  ail. 

Facts  Which  Legislatora  Must  Face 

Recent  hearings  held  both  on  and  off  Capitol  HiU  on  the  various 
proposals  to  Improve  alternatives  available  to  small  savers  have  been 
marked  by  some  fairly  heavy  rhetoric.     Spokesmen  for  savers'  organiza- 
tions have  ccmplained  that  inflation  and  high  taxes  wipe  out  the  interest 
on  their  savings  and  even  part  of  the  principal.     Spokesmen  for  deposi' 
tory  Institutions  argue  that  they  cannot  earn  a  sufficient  return  on  their 
assets  to  Improve  their  payments  to  savers.     It  is  important  to  recognize 
that  the  underlying  cause  of  the  Increased  tension  between  savers  and 
depository  institutions  is  the  inflation  from  which  this  country  has  suffered 
ever  since  It  tried  to  provide  guns  for  the  war  in  Vietnam  and  butter 
for  tha  ambitious  "Great  Society"  social  programs  at  the  same  time. 

Inflation  at  the  rate  we  have  experienced  in  the  post-Vietnam  war 
period  plays  havoc  with  interest  rate  ceilings  on  rates  paid  to  savers 
and  charged  to  borrowers,  which  were  established  In  quieter  times. 
Volatile  money  market  conditions  create  especially  serious  difficulties  for 
thrift  institutions,  whose  business  of  financing  housing  necessarily 
Invdves  long-term  commitments.     The  Inability  or  unwillingness  of 


,dhvGooglc 


responsible  Federal  authorities,  and  1  refer  primarily  to  the  Board  of 
Governors  of  the  Federal  Reserve  System,   to  control  inflation  has  caused 
the  instability  in  financial  markets  which  we  have  all  decried.     Savers, 
borrowers,  and  depository  institutions  are  the  victims  of  this  governmental 
neglect. 

Legislators  should  bear  in  mind  that  there  are  millions  of  customers 
of  depository  institutions  who  are  using,  and  ]9enefltlng  from,  the  servicea 
which  the  Court  of  Appeals  held  violative  of  Federal  law.     The  court 
itself  had  the  Interests  of  these  customers  in  mind  when  it  stayed  the 
effective  date  of  its  suspension  order  until  January  I,  1980. 

Credit  unions  have  nearly  a  million  members  with  share  draft 
accounts,  and  these  accounts  total  more  than  $800  million-     More  than 
three  quarters  of  a  million  commercial  bank  customers  are  utilizing  auto- 
matic transfer  accounts,  with  total  deposits  of  more  than  SG  billion. 
Moreover,  we  know  that  many  banks  have  been  offering  automatic  transfer 
services  to  selected  customers  for  years.     In  fact,  when  the  Federal 
financial  institutions  regulators  promulgated  their  autcmiatic  transfer 
regulations  last  fall,  a  number  of  bank  executives  remarked  that  they 
never  thought  they  lacked  the  authority  to  offer  what  they  considered  to 
be  "overdraft  protection"  to  checking  account  customers  who  had  money 
In  their  savings  accounts. 

Remote  service  units  have  proven  to  be  a  valuable  service  for 
customers  of  savings  and  loan  associations.     One  large  California  associ- 
ation operates  32  remote  service  units  at  "convenience  booths"  In  high 
traffic  locations.     Remote  service  units  enable  customers  to  save  not  only 
time  but  also  gasoline,  which  Is  of  great  Importance,  especially  in' 
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gasoline -starved  Soulhern  Californb.     Frankly,  1  do  not  understand 
what  the  court  had  in  mind  when  it  held  that  withdrawals  from  RSU's 
arc  functionally  equivalent  to  a  check,   given  that  there  is  no  negotiable 
instrument  with  which  a  third  party  can  be  paid.     Nevertheless,   thrift 
institutions  do  offer  so-called  "bill -payer"  and  "telephone  transfer" 
accounts  which  may  operate  beneath  a  legal  cloud  under  the  reasoning  of 
the  court  decision. 

We  need  to  be  mindful  of  the  fact  that  customers  of  depository 
institutions  have  plentiful  alternatives  to  traditional  checking  and  savings 
accounts,  and  the  existence  of  these  alternatives  contributes  to  the 
pressure  for  financial  reform.     Money  market  mutual  funds,   some  of 
which  pay  interest  at  rates  in  excess  of  ten  percent,  and  most  of  which 
permit  shareholders  to  write  checks  in  amounts  above  a  specified  minimum, 
have  enjoyed  phenomenal  growth  and  now  hold  more  that  S20  billion. 
Sears  has  announced  plans  to  sell  its  obligations  to  customers  in  small 
denominations,  beginning  next  year.    Many  of  the  innovative  services 
which  are  now  being  developed  challenge  not  only  regulation  Q  and  the 
prohibition  against  the  payment  of  interest  on  demand  deposits  but  also 
the  restrictions  against  interstate  bank  branching  contained  in  the  McFadden 
Act.     The  advent  of  electronic  fund  transfer  services  poses  a  formidable 
threat  to  traditional  notions  of  what  constitutes  a  "branch." 

Finally,  It  must  be  recognized  that  many  depository  institutions, 
particulary  those  which  are  located  In  the  most  competitive  market 
areas,  will  need  to  obtain  new  powers  so  that  they  can  improve  their 
e«mings  and  their  ability  to  compete  for  retail  deposits.     At  the  same 
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time,  the  managers  at  many  of  these  same  institutions  are  either  o 
to  new  grants  of  authority  or  are  prepared  to  accept  them  reluctantly. 
This  is  because  they  prefer  to  specialize  in  the  financing  of  agriculture. 
In  the  case  of  many  small  banks,  or  housing,  in  the  case  of  most  thrift 
Institutions.     They  have  no  desire  to  see  their  institutions  become 
"hcanogenized,"  yet  the  market,  much  more  than  the  Congress  or  any 
other  power  Is  forcing  them  to  move  in  that  direction. 

What  la  To  Be  Done? 

There  are  a  number  of  suggestions  which  I  would  offer  as  a  set 
of  appropriate  responses  to  the  circumstances  which  have  been  discussed 

].     The  most  effective  single  action  which  could  be  taken  to 
reduce  the  pressure  on  our  nation's  financial  system  would  be  to  restore 
monetary  stability.     The  cause  of  inflation  Is  not  mysterious.     Inflation 
results  from  the  creation  of  money  at  a  faster  rate  than  is  justified  by 
the  ability  of  the  economy  to  Increase  the  production  of  goods  and  servjces. 

The  cure  for  inflation  is  not  to  go  to  the  opposite  extreme,  to 
suddenly  and  dramatically  reduce  money  growth  and  bring  on  a  severe 
recession,  for  this  creates  the  demand  for  "countercyclical"  spending  and 
"cheap"  money  which  serves  as  an  excuse  to  crank  up  the  engines  of 
Inflation  for  another  ride  on  the  inOatlon  roller  coaster.    The  cure  is  for 
the  Federal  Reserve  to  announce  that  It  is  going  to  gradually  reduce  the 
rate  of  money  growth  to  realistic  levels  and  keep  it  there,  and  then  for 
the  Fed  to  achieve  Its  announced  goals.     Organizations  of  savers  and  of 
depository  institutions  should  use  their  considerable  influence  to  Encourage 
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the  Fed  to  adopt  this  course.     Even  Members  of  Congress  can  be  of  some 
help  in  promoting  this  cause. 

2.  Congress  should  provide  some  tax  incentives  for  the  small 
saver.    At  present,  the  balance  is  heavily  tilted  toward  debt  and  con- 
sumption. Instead  of  toward  savings  and  Investment.     The  explosion  of 
consumer  debt  which  has  reached  a  peak  In  recent  months  shows  that 
the  small  saver  understands  this.     I  am  confld^t  that  it  the  balance  Is 
tilted  the  other  way,  the  saver  will  respond,  and  accordingly  have 
introduced  two  bills,  H.R.   734  and  H.R.   735,  which  would  exclude  from 
gross  incone  the  first  SIOOO  and  $2000,  respectively,  of  interest  earned 
on  savings  held  in  depository  institutions.    There  are  several  otlier  pro- 
posals which  provide  other  tax  Incentives  to  savers,  and  I  am  hopeful 
that  they  will  receive  serious  attention  by  the  Committee  on  Ways  and 
Means,  on  which  I  serve. 

3.  Some  fonn  of  relief  should  be  afforded  as  soon  as  possible  to 
the  miilkms  of  customers  of  depository  institutions  who  are  presently 
using  the  services  which  now  stand  to  be  suspended  under  the  court 
dedslco.     Congress  has  a  mandate  and  an  incentive  to  address  the 
larger  policy  issues  raised  by  the  court  decision,  and  I  hope  that  it  can 
fulfill  this  mandate.    At  the  same  time,  I  firmly  believe  that  Congress  is 
not  going  to  tell  the  millions  of  customers  that  they  must  give  up  services 
which  they  have  found  to  be  convenient.     In  my  Judgment,  this  assurance 
should  be  provided  as  soon  as  possible,  and  does  not  have  to  be  done  St 
the  expense  of  broader  financial  reform  legislation. 

4.  Depository  institutions  which  presently  lack,  the  authority  to 
offer  transaction  accounts,  consumer  loans,  and  variable  rate  mortjjages  . 
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should  be  granted  these  powers.    Of  course,  I  am  speaking  primarily  of 
Federally -chartered  savings  and  loan  associations,   assuming  that  credit 
unions  will  ultimately  be  confirmed  in  their  ability  to  offer  share  draft 
accounts. 

The  new  powers  will  not  be  welcome  on  the  part  of  all  of  these 
Institutions,  but  they  are  needed  by  many,  and  I  believe  the  thrift 
industry  will  be  severely  handicapped  in  Its  ability  to  compete  against 
other  depository  institutions,  as  well  as  non-depository,  institutions. 
The  grant  of  new  powers  may  be  coupled  with  a  phaseout  of  regulation  Q 
over  a  period  of  years  sufficiently  long  to  enable  the  industry  to  adjust 
to  its  new  competitive  envlronnient  and  sufficiently  short  to  provide  an 
Incentive  to  make  the  necessary  adjustments.     Five  years  seems  like  a 
reasonable  period  to  me.  The  increasing  competitive  strength  of  credit 
unions  and  money  market  mutual  funds  which  are  not  subject  to  regu- 
lation Q  suggests  that  the  importance  and  utility  of  this  regulation  are 
likely  to  decline  in  any  event. 

Throughout  the  consideration  at  financial  reform  legislation  it  should 
be  borne  in  mind  that  the  objective  is  not  for  Congress  to  replace  one 
'structure"  of  financial  institutions  with  another,  nor  to  dictate  to  institu- 
tions how  they  should  manage  their  new  powers,  for  Congress  Is  not 
wise  enough  to  make  these  decisions.     Instead,  Congress  should  establish 
a  legislative  framework  within  which  institutions  can  adapt  to  meet  the 
needs  of  the  marketplace. 

In  conclusion,   1  would  like  to  comment  briefly  on  the  Chatmian's 
bill.  H.R.  3B64.     Certainly  the  combination  of  the  repeal  of  the  prohibition 
against  the  payment  of  Interest  on  demand  deposits  with  the  grant  of 
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authority  to  offer  transaction  accounts  is  a  simple  and  direct  way  to  re- 
spond to  the  court  decision.     However,  I  do  have  two  major  reservations: 

First,  I  ara  concerned  that  it  may  not  be  possible  to  achieve 
enactment  of  this  simple  and  direct  proposal  before  the  clock  runs  out  on 
the  inilUons  of  customers  who  will  suffer  if  the  court'ordered  suspension 
of  services  should  take  effect.  It  would  not  surprise  me  if  the  Chairman 
shared  this  concern  about  his  own  bill,  but  I  am  sure  he  will  do  his  best 
to  meet  the  court's  deadline. 

Second,   I  note  that  H.R.   3864  differs  from  a  similar  bill  which 
the  Chairroan  introduced  last  year,  in  that  it  applies  to  all  Federally- 
Insured  depositary  institutions,  not  Just  to  Federally- chartered  institutions. 
I  have  a  basic  philosophical  objection  to  removing  from  the  States  the 
authority  to  determine  the  extent  of  the  powers  to  be  exercised  by  their 
chartered  Institutions.    Although  I  appreciate  the  frustration  on  the  part 
of  many  of  my  colleagues  with  the  policy  decisions  made  by  many  States 
when  they  exercise  their  sovereign  powers—the  impractical  usury  statutes 
which  some  States  have  adopted  are  a  good  example—I  still  believe  there 
are  values  worth  preserving  In  the  "dual  banking"  system.    After  all,  it 
was  the  "dual  banking"  system  which  made  NOW  accounts  possible  in  New 
England. 

I  thank  the  distinguished  Chairman  and  Members  of  the  Subcommitte« 
for  giving  me  the  opportunity  to  testify  on  this  legislation  and  wish  them 
every  success  In  dealing  with  the  complex  issues  which  It  raises. 
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Chairman  St  Geshain.  I  would  say  to  our  colleague  from  Cali- 
fornia that  he  did  not  disappoint  us.  I  would  just  liKe  to  make  one 
observation. 

I  think  in  listening  to  both  of  your  statements,  perhaps  one  way  to 
put  it  is  that  there  has  been  a  referendum  held  as  far  as  transaction 
accounts  and  the  payment  of  interest  on  transaction  accoontfi,  and  the 
results  have  been  overwhelming. 

The  people  have  spoken.  And  therefore,  it  is  up  to  us  to  respond. 

Mr.  EousSELOT.  They  voted  with  their  dollars. 

Chairman  St  Germain.  Exactly.  Mr.  Annunziot 

Mr.  Annunzio.  Thank  you,  Mr.  Chairman.  I  have  no  questions.  But 
I  join  my  distinguished  chairman  and  my  colleague  from  New  Hamp- 
shire, Mr.  D' Amours,  in  welcoming  an  old  friend  to  the  subcommittee 
today. 

I  nave  the  privilege  of  serving  on  this  subcommittee.  I  have  had 
the  privilege  of  being  in  conference  with  you,  Senator  Mclntyre,  in 
many,  many  occasions.  I  always  enjoyed  uie  relationship,  especially 
your  dedication  for  what  you  believe  is  right. 

Some  people  might  not  agree  with  you,  but  I  must  admire  your 
courage.  And  I  am  delighted  that  you  are  here. 

As  in  the  conference,  I  don't  agree  with  everything  you  have  said, 
but  that  will  come  out  when  we  nnally  start  marking  up  the  legisla- 
tion. Somebody  has  to  explain  more  fully  to  me  your  statement  on 
regulation  Q. 

Aa  you  know,  I  have  been  a  long  time  proponent  of  regulation  Q. 
Regulation  Q  has  never  cost  the  taxpayers  one  dime,  and  it  sure  built 
a  lot  of  homes  in  this  country. 

Mr.  Rousselot,  I  am  delighted  you  are  here.  We  miss  you  on  the  com- 
mittee. We  miss  your  frankness  and  your  constructive  contributions. 
I  know,  as  I  told  you  at  the  time  you  went  on  the  Ways  and  Means 
Committee,  that  it  was  a  loss  to  the  Banking  Committee,  and  I  hope  it 
is  a  gain  and  I  hope  that  you  can  champion  some  of  the  things  we  nave 
been  talking  about. 

Tax  deferral  plans  for  people  who  have  money  in  checking  accounts 
or  savings  accounts  do  get  interest.  I  think  that  will  be  a  tremendous 
stimulus  to  the  country.  And  our  chairman,  as  has  been  stated,  is  to 
be  commended  for  introducing  this  legislation. 

I  would  like  to  guarantee  him  that  we  won't  have  any  add-ons.  I 
can't  guarantee  that  that  is  going  to  happen,  because  we  are  all  mem- 
bers of  the  greatest  deliberative  body  in  the  world,  and  you  have  seen 
it  on  the  floor  and  in  the  committees.  I  will  try  to  cooperate;  that  is 
about  all  I  can  say  to  my  good  chairman  who  I  admire,  because  there 
are  a  few  pet  projects  oi  my  own  that  I  have,  and  if  I  don't  get  them 
one  way  I  will  get  them  another  way.  I  might  not  get  them  passed,  but 
I  will  get  them  introduced. 

So  I  would  like  to  cooperate,  and  I  am  deeply  grateful  to  you  both. 
And  it  is  good  to  see  you  both  again. 

Chairman  St  Germain.  I  might  observe  that  Mr.  Rousselot  may 
have  left  the  committee,  but  he  concurrently  moved  across  the  hall 
from  me.  his  office.  And  so  I  do  have  the  beneiit  of  his  sage  counsel  on 
a  continuing  basis. 
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Mr.  RouBSELOT.  Wei],  I  have  a  better  ear  for  what  is  going  on. 

Mr.  Anttunzio.  I  am  on  the  committee  that's  marking  up  H.R.  1, 
and  they've  been  looking  for  my  proxy,  and  I  won't  give  my  proxy 
to  anyone  on  that  legislation. 

Chairman  St  Germain.  Mr.  Wylie. 

Mr.  Wtue,  Thank  you  very  much,  Mr.  Chairman.  I  want  to  com- 
pliment you  both  for  excellent  perceptive  statements.  They  were  ex- 
tremely well  done.  I  have  a  feeling  my  friend  from  Calittirnia  used 
the  word  filibuster  advisedly.  It  sounds  to  me  like  you  are  running 
for  something,  Mr.  Housselot. 

Mr.  RousSELOT.  Could  be. 

Mr.  Wylie.  On  page  5  of  your  testimony.  Senator,  you  state  that  the 
focus  of  regulation  Q  legislation  should  be  on  ceilings  rather  than 
on  the  differential.  And  I  think  you  recommended  taking  the  ceiling 
off  but  keeping  the  differential  in  place.  Right! 

Mr.  McIntyhe.  I  think  what  I  was  trying  to  point  out  is :  So  many 
people  focus  on  the  differential  when  it  is  really  the  ceilings  that  we 
should  be  concerned  with,  and  we  see  that  today,  as  my  good  friend 
John  Rousselot  has  said,  inflation  and  high  interest  rates  have  just 
made  this  barrier,  this  ceiling,  of  5  or  5^  percent,  look  ridiculous. 
And  I  feel,  of  course,  in  the  end  that  the  marketplace  is  the  right 
answer  for  this. 

So,  I  would  treat  the  differential  carefully,  but  I  say,  as  overall 
to  this  subcommittee,  that  wliat  we  must  strive  for,  as  we  have  seen 
in  the  NOW  accounts,  is  the  marketplace.  That  is  the  true  test.  I  just 
fear  that  the  ceilings  today  are  anticonsumer. 

Mr.  Wylie.  If  you  take  the  ceiling  off,  then  the  differential  would 
have  less  effect  since  the  rates  would  go  higher. 

Mr.  McIntyre.  If  you  took  the  ceiling  off,  the  marketplace  would 
begin  to  go  to  work  and  we  don't  know  quite  what  would  happen.  But 
we  think  probably  in  this  age  that  tlie  interest  to  the  consumer  would 
go  up,  that  the  depositor  would  start  getting  a  better  rate  of  return 
Because  the  market  would  dictate  this. 

Mr.  Wylie.  Well,  yes ;  if  you  take  the  ceiling  off  altogether.  But 
you  are  suggesting  that  eventually  we  phase  out  regulation  Q. 

Mr.  McIntyre.  The  onlv  time  I  ever  faced  it  as  a  legislator,  tliat 
seemed  to  be  the  compromise  area  that  we  could  work  in.  And,  as  you 
know,  the  art  of  politics  is  the  art  of  the  possible.  I  think  if  you  just 
tried  to  throw  it  out  today  that  you  would  find  great  resistance  to  it. 

But  I  think  our  aim  and  objective  should  be  to  gradually  lift  ceil- 
ings, even  while  maintaining  a  differential. 

Mr.  Wtlie.  Mr.  Kousselot,  do  voii  see  any  need  for  a  distinction  be- 
tween the  transaction  account  and  the  NOW  account  f 

Mr.  R0U88BLOT.  Well,  I  suppose,  yes. 

Mr.  Wtlie.  The  thrust  of  my  question  there  is  something  you 
touched  on,  and  that  is  the  difference  between  money  as  a  medium  of 
exchange,  which  is  a  checking  account,  and  as  a  store  of  value,  which 
it  is  in  a  savings  account.  And  it  just  seems  to  me,  as  I  stated  on  the 
House  floor  several  years  ago,  that  if  you  phased  out  that  distinction 
you  are  going  to  get  into  the  situation  where  there  will  be  a  heavy 
competition  for  the  money  with  the  increase  in  the  interest  rates  and 
somebody  is  going  to  have  to  pay  the  cost  of  that  later  on. 
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Mr.  RoussELOT.  Well,  there  is  no  doubt  about  the  fact  that  someone 
has  to  pay  for  it,  and  it  usually  is  on  the  loan  side  of  the  balance  sheet  ; 
although  in  some  cases  where  NOW  accounts  have  been  in  place,  if  they 
draw  cliecks  the  institutions  ask  them  to  pay  for  those  checks.  Now,  in 
many  cases,  they  offer  the  service  free  if  the  customer  maintains  a 
balance  of  a  certain  amount,  while  in  other  cases  there  are  aeirice 
charges  for  all  checks. 

So,  you  are  right :  Someone  has  to  pay  for  the  service,  and  I  think  it 
should  be  the  people  who  use  it. 

Mr.  Wtlie.  Thank  you  very  much. 

Mr.  McIntyre.  If  I  may,  Mr.  Wylie,  I  would  like  to  tell  you  a  little 
bit  about  the  experience  in  New  Hampshire,  which  I  am  very  conver- 
sant with.  We  Bnd  all  sorts  of  variations :  Maintenance  of  a  balance  of 
$500,  or  after  10  checks,  the  charge  is  10  cents.  All  these  variations, 
I  have  no  trouble  with  these  at  all.  This  is  the  marketplace ;  this  is  com- 
petition that  is  going  on.  So,  it  doesn't  just  mean  that  you  have  free 
checking  or  a  free  ride.  The  banks  have  had  to  say,  "No,  we  have  to 
maintain  a  deposit  of  at  least  $500  or  $300,  or  we  will  charge  you  so 
much  for  the  diecks." 

So,  all  this  is  good,  because  this  is  the  competition  that  is  so  im- 
portant to  the  public. 

Mr.  BoussELOT.  And  I  think — if  the  Senator  would  yield — we  should 
look  at  what  the  experience  has  been — we  now  have  some  experience  in 
the  New  England  States — and  see  what  the  costs  have  been. 

Chairman  St  Germain.  In  line  with  that,  I  would  like  to  ask  Sena- 
tor McIntyre,  who  is  very  conversant  with  the  situation  in  New  Hamp- 
shire :  There  are  some  institutions  that  have  not  or  do  not  offer  the 
NOW  accounts ;  is  that  not  correct  t 

Mr.  McInttpe.  That  is  right.  And  I  think  it  is  an  important  point  to 
make :  that  these  are  all  optional. 

Chairman  St  Germain.  Exactly.  But  my  next  point  is  that  as  far 
as  the  other  side  of  the  coin  is  concerned,  the  rate  charged  to  the  bor- 
rower, it  is  pretty  much  consistent,  is  it  not,  as  between  one  institution 
offering  NOW  accounts  and  another  institution  that  does  not  offer 
NOW  accounts?  Their  rates,  as  far  as  home  mortgages  are  concerned, 
are  the  same ;  are  they  not  ? 

Mr.  McIntyre.  There  is  no  substantial  variation. 

Chairman  St  Germain.  Correct.  So  that,  indeed,  a  lot  of  institu- 
tions have  found  that  they  can  offer  the  NOW  account,  as  you  say, 
ask  for  a  minimum  balance,  charge  after  10  checks,  or  many  variations 
of  the  same;  and  yet  they  are  competing.  They  don't  have  to  charge 
more  in  interest  to  the  borrower:  they  are  still  in  competition  with 
those  institutions  that  have  elected  not  to  offer  the  NOW  account. 

Mr.  McIntyre.  That  is  very  true. 

Mr,  Wylie.  Just  one  added  observation  there — and  you  would  sug- 
gest. Senator,  that  we  pass  legislation  that  would  allow  every  financial 
institution  to  more  or  less  make  a  choice  as  to  what  kind  of  account 
they  wonldhave? 

Mr.  McIntyre.  That  is  the  soul  and  heart  of  what  I  have  testified  to 
here  today.  We  shoiild  go  nationwide  with  them  and  let  them  always 
remain  optional.  If  you  don't  want  them  in  bank  X  in  Duluth,  Minn., 
you  dont  have  to  have  them. 
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Mr.  WruE.  So  the  competition  in  the  community  would  det«nnine 
what  kind  of  account  you  have :  A  NOW  account,  a  transaction  ac- 
count, a  BATS,  or  whatever, 

Mr.  McIvTYRE.  Thank  you. 

Mr.  Wylie.  Thank  you. 

Chairman  St  Germain.  Mr.  Hanley. 

Mr.  Hanley.  Thank  you  very  much,  Mr.  Chairman. 

Senator  Mclntyre,  we  are  delighted  to  have  you  with  us  this  morn- 
ing. I  would  be  less  than  candid  if  I  did  not  say  that  I  would  far  rather 
see  you  serving  in  your  previous  position  in  recognition  of  the  very 
meaningful  purpose  you  served.  But  be  that  as  it  is,  I  am  delighted 
that  you  are  here.  In  my  judgment,  your  statement  is  an  excellent  one. 

As  one  who  is  a  proponent  of  early  passage  of  H.R.  3864,  Mr.  Chair- 
man, I  would  suggest  to  you  that  perhaps  you  might  want  to  take  the 
Senator's  testimony  and  just  send  it  out  with  a  "Dear  Colleague"  to  all 
Members  and  then  move  with  the  measure  under  unanimous  consent. 
I  am  confident  that  if  the  Members  take  the  time  to  read  it  they  would 
have  no  reservation  about  the  merits  of  the  bill.  We  would  h'avo  a  bill 
very  quickly  and  one  that  would  be  imndulterated  and  one  that  would 
not  be  stymied  by  virtue  of  possible  linkage.  I  offer  that  as  a  sug- 
gestion. 

Chairman  St  Germain.  Would  the  gentleman  yield  t 

Mr.  Hanley.  I  would  be  delighted  to  yield. 

Chairman  St  Germain.  I  could  not  agree  more  with  the  gentleman. 
But  my  fear  is  that,  you  know,  wo  are  always  criticized  for  making 
things  so  complicated,  and  here  for  once  we  have  an  opportunity  to  do 
it  in  a  very  simple,  forthright  manner.  And  perhaps  that  is  uncon- 
stitutional. 

fLaughter.] 

Mr.  Hanley.  You  know  what  they  say  about  simplicity,  logic, 
commonsense.  It  is  awfully  hard  to  accomplish. 

Mr.  Wylie.  Mr.  Rousselot  doesn't  like  unanimous  consent. 

Mr.  Hanley.  Speaking  of  Senator  Rousselot 

Mr.  Rousselot.  I  accept. 

TLaufrhter.] 

Mr.  Hanley.  I  don't  know  whether  you  caught  it,  but  when  he  came 
on,  he  said,  "I  am  still  here.  I  think."  Now,  that  gives  you  a  little  idea 
with  respect  to  the  direction  that  he  is  headed  in. 

And  I  think  you  are  still  here. 

Chairman  St  Gfjimain.  In  his  testimony  he  took  care  of  everybody. 

Mr.  Hanley.  Yes;  he  really  ran  the  gamut  and  gave  us  excellent 
reasoning  why  we  are  plagued  with  inflation.  He  went  back  through 
that  torturous  Vietnnm  era.  even  related  to  the  Nixon  administration 
theory  of  "guns  and  butter." 

I  was  right.  That  was  my  interpretation  of  what  you  said,  wasn't  it, 
Mr.  Rousselot,  I'm  sure  ?  But  your  testimony  ngain.  Mr.  Rousselot  was 
excellent.  You  apologized  for  the  filibuster.  You  have  never  filibus- 
tered anything  in  your  life ;  we  know  that. 

I  was  glad  to  see  your  reference  to  the  explosion  of  consumer  credit. 
And  this  is  something  that  we  hear  very  little  about  when  we  talk 
about  inflation,  and  it  is  interesting  and  certainly  heartening  to  me  to 
see  you  make  reference  to  it.  We  talk  about  Federal  expenditures  and 
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all  of  the  other  alleged  reasons  for  inflation.  But  no  one  reflects  upon, 
as  you  put  it,  "the  explosion  of  consumer  credit,"  which  now  is  well  be- 
yond $214  trillion  out  there,  virtually  everybody  exchanging,  putting 
out  that  plastic  card. 

And  when  we  are  talking  about  savings  accounts,  as  I  understand  it, 
the  percentage  of  savers  continues  to  dwindle.  I  think  it  is  down  just 
beneath  4  percent  now.  So  you  make  a  good  point  there,  Mr.  Eousselot. 

I  don't  have  any  questions,  but  I  do  want  to  commend  both  of  you 
for  your  time  and  effort  in  cominir  over  and  offering  some  very  sub- 
stantive testimony  this  morning.  Thanks  very  much. 

Chairman  St  Germain.  Mr,  D' Amours. 

Mr,  D'Amours.  I  have  no  questions,  Mr.  Chairman. 

Chairman  St  Germain.  Mr.  Cavanaugh. 

Mr.  Cavanaugh.  Thank  you.  Mr.  Chairman. 

Senator  Mclntyre,  I  would  iust  like  a  little  more  discussion,  I  guess, 
on  your  discussion  of  the  ceiling  and  the  differential.  Is  it  your  un- 
derstanding that  the  legislation  before  us  effectively  eliminates  the 
ceiling  and  the  differential  ? 

Mr,  McInttre.  Oh,  no.  I  just  can't  ima^ne,  as  you  get  into  your 
meeting,  that  regulation  Q  won't  pop  up.  It  always  has.  And  so  what 
I  am  really  saying  is  that  I  hope  that  you  don't  attach  any  conditions 
to  this  bill,  because  the  impetus  has  been  furnished  by  the  court  de- 
cision. Millions  and  millions  of  people  here  are  in  ieopardy  of  losing 
these  accounts,  and  that  is  why  I  am  speaking,  as  T  always  have,  and 
very  derogatively,  of  regulation  Q,  I  have  heard  so  many  times,  the 
savings  and  loans — and  I  know  that  they  feel  this  very  strongly — 
they  say,  "T^ook,  that  differential  that  regulation  Q,  the  way  that  is 
working,  is  our  life's  blood.  Now  what  do  you  want  to  talk  about?" 

So,  as  I  indicated,  I  would  like  to  see  leave  differential  while  ceilings 
arephasedout  and  the  marketplace  takes  over. 

So  that  is  all.  I  am  afraid,  Mr.  Chairman  and  members  of  this  sub- 
committee, as  you  get  into  this  issue  which  we  think — and  I  think  the 
chairman  agrees  with  me — has  won  the  day,  that  all  of  a  sudden  the 
conditions  will  start.  Now,  you  have  a  problem  with  Fed  membership. 
That  is  a  complicated  matter,  and  that  is  liable  to  creep  in.  And  then 
you  have  regulation  Q.  All  of  this. 

Our  dear  friend,  Congressman  Annunzio.  always  wants  a  3-year 
extension,  and  I  have  always  been  noted  for  saying,  "No  more  long 
extensions  for  regulation  Q.  Keep  their  feet  to  the  fire." 

Does  that  answer  you  in  any  way  ? 

Mr.  Cavanatioh.  But  you  do  urge  us  to  distinguish  between  the 
differential  and  the  ceiling.  Would  you  urge  us  to  eliminate  the 
ceiling? 

Mr.  McIxTYRE.  I  say  the  ceilings  are  really  what  is  wrong.  The 
differential  is  really  a  matter  between  the  thrifts  and  the  commer- 
cials, the  differential  of  one-quarter  of  1  percent.  That;  is  the  fight. 

But  overall,  you  should  be  talking  about  ceilings,  the  arbitrariness 
of  ceilings,  which  is  now  showing  itself  as  interest  rates  advance.  We 
are  still  leveled  at  .^Vi  percent.  I  would  like  to  see  you  break  out  of  that 
pattern  so  that  the  consumer  eventually  could  be  the  recipient  of  6, 6V4, 
or  7  percent,  whatever  the  market  dictated. 
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Mr.  Cavanauoh.  Then  you  do  urge  us  to  include  an  elimination  of 
the  ceiling. 

Mr,  McIntyre.  No.  I  don't  want  you  to  get  into  an  argument  on 
regulation  Q,  I  want  you  to  move,  if  you  can,  as  expeditiously — and  I 
know  that's  difficult — to  pass  this  bill,  this  fine  bill,  that  the  chairman 
has  put  in,  and  has  done  it  so  quickly  and  well.  And  then  in  another 
bill  Tou  can  argue  about  all  these  conditions. 

Mr.  RoussELOT,  I  think  if  you  get  into  an  argument,  as  we  have 
many  times  in  this  committee,  on  regulation  Q,  you  will  dissipate 
your  ability  to  move  a  bill  which  I  think  needs  to  be  addressed.  I  am 
not  saying  that  regulation  Q,  shouldn't  be  addressed.  Maybe  you  will 
have  to  address  it,  or  you  may  have  to  address  it  3, 4,  5  years  down  the 
road,  as  I  suggested,  but  with  provision  for  a  gradual  phaseout. 

Mr.  Cavanadoh.  But  you  are  both  in  agreement  that  neither  the 
differential  nor  the  ceilings  should  be  addressed  in  this  legislation, 
and  that  the  status  quo  should  be  maintained ! 

Mr.  McIntyre,  Yes.  That  is  what  we  are  saying.  And  we  are  saying 
it  because  we  want  movement  on  this  particular  issue. 

Mr.  RoiTSSELOT.  On  the  basis  of  previous  experience,  I  think  it  tends 
to  become  so  much  of  an  issue  that  you  destroy  your  ability  to  move 
on  the  issues  raised  by  the  court  decision.  I  am  not  saying  that  you 
absolutely  can't  do  it.  I  am  just  questioning  the  practicality  of  it  as  I 
see  it. 

Now,  maybe  you  have  a  better  formula  as  to  how  to  address  that  issue 
than  we  had  in  the  past ;  I  don't  know. 

Mr.  McIntyre.  I  think  I  sum  it  up  here  when  I  say  at  one  point: 
Dont  allow  H.R.  3864  to  be  held  hostage  for  any  of  these  other  things : 
Regulation  Q,  Fed  membership.  Move  on  this,  because  I  notice  that 
Mr.  Lawrence  Connell,  Jr.,  the  outstanding  Administrator  of  NCUA, 
has  indicated  that  by  October  1,  if  nothing  happens — and  I  guess  thai 
is  the  predicted  date,  it  is  the  hoped-for  date  that  you  will  adjourn — 
that  by  October  1,  he  will  have  to  make  a  decision  if  no  action  is  forth- 
coming to  begin  phasing  out  share  drafts.  So  that  is  why  I  mentioned 
regulation  Q.  I  probably  should  not  have,  because  it  is  so  controversial. 

Mr.  CAVANAnoH.  Thank  you. 

Chairman  St  Germaix.  Gentlemen,  we  want  to  express  our  deep  ap- 
preciation once  again  for  your  assistance.  And  I  hope  that  you  will 
continue  your  efforts  after  you  leave  the  witness  table,  toward  a  simple 
and  forthright  and  expeditious — — 

Mr.  McIntyre.  Congressman  D'Amours  told  me  privately,  one  time 
recently,  he  said,  "Anj-thing  in  the  world  I  can  do  for  you,  Tom,  ]*ust 
get  in  touch."  So  mavbe  I  will  be  responding. 

Jlr.  RocssEixyr.  Thank  you,  Mr.  Chairman.  Thank  you  for  the  chance 
to  appear. 

Mr.  McIntyre.  Thank  you. 

Chairman  St  Germain.  Now  we  will  hear  from  our  next  very  dis- 
tinguished panel,  consisting  of:  Mr.  Heimann,  Comptroller  of  the 
Currency;  Chairman  Sprague  of  the  FDIC;  and  Governor  Parte*  of 
the  Federal  Reserve  System. 

Gentleman,  without  objection,  we  will  put  your  entire  statements 
in  the  record,  and  you  may  proceed,  if  you  so  desire,  to  address  the 
subcommittee  in  whichever  way  you  would  like. 
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STAIEHENT  OF  HON.  JOHN  0.  HEIUAmi,  COMPTBOLLER  OF  THE 
CUBBENCT 

Mr.  Heimann.  Tliank  you,  Mr.  Chairman  and  members  of  the  sub- 
committee. I  will  just  briefly  summarize  our  statement,  if  I  may.  And 
also,  I  notice  that  there  were  disclaimers  before  and  I  would  just  like 
to  say  that  these  views  are  those  of  the  Office  of  the  Comptroller  of  the 
Currency  and  do  not  represent  the  administration's  views. 

The  subject  of  those  hearings,  the  repeal  of  the  prohibition  of  the 
payment  of  interest  on  demand  deposits  and  the  extension  of  demand 
deposit  power  to  thrift  institutions,  is  obviously  important  to  con- 
sumers, business,  depository  institutions,  the  financial  sj-stem  and  our 
economy.  And,  of  course,  they  are  especially  timely  in  light  of  the  de- 
cision of  the  court  of  appeals.  We  appreciate  the  opportunity  to  ad- 
dress these  issues. 

The  provisions  of  H.R.  3864  are,  in  our  opinion,  constructive  and 
reflect  the  direction  in  which  our  financial  system  must  move.  The 
elimination  of  the  prohibition  on  the  payment  of  interest  on  demand 
deposits  and  extension  of  the  power  of  thrift  institutions  to  receive 
such  deposits  is  a  desirable  goal,  one  we  should  commit  ourselves  to 
achieving.  The  public,  the  financial  system  and  the  economy  would  be 
served  better  once  this  goal  has  been  obtained.  We  support  enactment 
of  H.R.  3864. 

However,  we  recommend  tliat  the  bill  be  amended  to  provide  for 
uniform  reserve  requirements  on  transaction  balances  in  all  deposi- 
tory institutions.  The  provisions  of  H.R.  3864  and  existing  regulatory 
authority  will  enable  the  appropriate  Federal  agencies  to  set  interest 
rate  ceilings  on  demand  deposits  and  to  establish  for  most  institutions 
reserve  requirements. 

These  agencies  can  and  should  develop  an  approach  with  a  definite 
time  table  to  phase  in  interest  on  transaction  accounts  and  reserve 
requirements  that  minimizes  transitional  dislocations  and  provides, 
to  the  extent  possible,  competitive  equality  among  depository  institu- 
tions. 

In  light  of  the  NOW  account  experience,  the  initial  interest  rate 
ceiling  on  demand  deposits  should  be  the  same  for  all  depository  in- 
stitutions. As  the  chairman  noted,  H.R.  3864  has  important  implica- 
tions for  two  other  issues  which  Confess  has  frequently  considered: 
Interest  rate  ceilings  on  time  and  savings  deposits  and  the  differential 
favoring  thrift  institutions,  regulation  Q  and  Federal  Reserve  mem- 
bership. 

Although  it  is  not  the  subject  to  discuss  today,  I  would  note  that  we 
believe  that  the  adoption  of  H.R.  3864  could  hasten  the  day  when  all 
interest  rate  controls  can  be  eliminated,  a  purpose  which  we  have 
historically  believed  would  be  correct  and  productive  for  our  system. 

The  second  issue,  concerning  the  inequities  in  the  reserve  require- 
ments and  the  Federal  Reserve  membership  problem— H.R.  3864  is 
silent  on  reser\-e  requirements  for  commercial  banks.  Thus,  existing 
inequities  between  member  and  nonmember  hanks  would  continue. 
While  Federal  home  loan  bank  members  and  Federal  credit  unions 
which  have  refused  to  receive  transaction  balances  will  be  required  to 
set  aside  reserves,  the  Federal  Home  Loan  Bank  Board  and  the  Na- 
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tional  Credit  Union  Administration  have  discretion  to  determine  the 
amount  and  the  form  in  which  these  reserves  can  be  held. 

Presumablj,  the  Federal  Home  Loan  Bank  Board  and  the  Credit 
Union  Administration  could  allow  these  reserves  to  earn  interest. 
Member  commercial  banks  will  continue  to  be  required  to  hold  reserves 
on  demand  deposits  ranging  from  7  to  I614  percent  of  outstanding 
balances  and  earning  no  interest. 

Although  the  reserve  provisions  of  H.R.  3864  do  not  materially 
alter  existing  arrangements,  payment  of  interest  on  transaction  bal- 
ances will  increase  cost  pressures  on  all  institutions.  Thus  the  cost  to 
member  banks  of  holding  nonearning  resei've  balances  will  become 
less  tenable  than  it  is  now.  In  time  this  will,  in  our  opinion,  exacerbate 
the  Federal  Reserve  membership  problem. 

While  it  is  not  necessary  to  solve  the  membership  problem  in  the 
context  of  H.R.  3864,  the  principles  of  competitive  equalitv  argue 
that  all  institutions  ofTeringtransactionaccountsbesubject  to  tne  same 
requirements  and  restrictions,  including  those  i^ertaining  to  reserves. 

If  H.R.  3864  is  enacted,  we  should  recognize  there  will  be  a  transi- 
tional adjustment  moving  from  the  present  state  of  affairs  in  which 
all  depository  institutions  can  offer  interest-bearing  transaction  ac- 
counts. Experience  shows  that  depository  institutions  respond  effec- 
tively and  capably  to  change.  There  is  little  reason  to  expect  that  the 
changes  that  would  flow  from  H.R.  3864  would  have  a  different  result. 
Application  of  several  principles  would  ease  the  transitional  problem : 

First:  All  depository  institutions  offering  identical  products  and 
services  should  be  able  to  compete  on  as  equal  a  footing  as  possible  for 
those  products  and  services. 

Second :  The  capacity  of  each  depository  institution  to  compete  ef- 
fectively should  not  be  limited  by  other  restraints.  For  example,  thrift 
institutions  will  require  additional  lending  powers  to  retain  competi- 
tive viability  with  interest  ceilings  on  deposits  when  interest  ceilings 
on  deposits  are  limited. 

Third:  Depository  institutions  should  be  given  the  opportunity  to 
minimize  administrative  and  operating  expenses.  This  argues  for  min- 
imum regulatory  restraint  and  sufficient  time  to  do  thoughtful  plan- 
ning. 

From  the  standpoint  of  the  depositors,  simplicity  should  serve  as  a 
guide.  Equity  is  another  consideration.  All  depositors  should  have  the 
same  opportunity  to  earn  a  fair  rate  of  return  on  their  deposit  balances. 

Finally:  From  the  standpoint  of  the  economy  as  a  whole,  the  pro- 
gram for  phasing  in  interest  on  transaction  balances  should  promote 
efficient  utilization  of  scarce  resources. 

Obviously,  if  H.R.  3864  is  not  passed  and  the  court  of  appeals'  deci- 
sion becomes  effective,  substantial  numbers  of  consumers  will  lose  the 
benefits  of  various  accounts.  In  addition,  termination  of  these  services 
would  be  costly  to  those  financial  institutions  that  have  made  substan- 
tial investments  in  new  operating  systems  and  equipment. 

Clearly,  the  passage  of  H.R.  3864  will  benefit  consumers,  businesses, 
the  financial  system,  and  the  economy.  We  at  the  Comptroller's  Office 
stand  ready  to  assist  this  subcommittee  in  this  important  endeavor  in 
any  way  possible. 

Thank  you  very  much. 

[Compti-oller  Heimann's  prepared  statement,  on  behalf  of  the  Office 
of  the  Comptroller  of  the  Currency,  follows :] 
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STATBfENT  tff  JOHN  G.   BEIHMIN 
COMPTROLLER  OF  TBE  CDRREtfCY 

BEFORE  THE 

SUBCOMMITTEE  OH  FltUHCIU.  IN5TITUTTOHS 

5UFERVISI0H,  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFA 

ONITBD  STATES  HOUSE  OF  REPRESENTATIVES 

MAY  15,  1979 


Tba  BubjecC  of  thase  hearings  —  repeal  of  the  prahibition 
on  the  payment  of  interest  on  demand  deposits  and  extension  of 
deaand  deposit  powais  to  thrift  institutions  —  is  iis>ortant  to 
consunsES,  buslnesBes,  depository  institutions,  tha  flaanclal 
system  and  Che  econcmy.   These  hearings  are  especially  timely 
in  light  of  the  United  States  Court  of  Appeals  t^ril   20,  1979 
ruling  that  automatic  transfer  of  funds  In  come  re  la  1  and  savings 
banks,  remote  service  units  of  savings  and  loan  associations  and 
share  draft  accounta  of  federal  credit  lulons  violate  the  pro- 
hibition on  the  payment  of  Interest  on  demand  deposits.   Me 
appreciate  this  opportunity  to  discuss  issues  raised  by  H.R.  3864. 
til*  ConsnaaE  Checking  Account  Equity  Act  of  1979,  and  to  present 
the  vievs  of  the  Office  of  the  Comptroller  of  the  Currency.   This 
testimony  does  not  necessarily  reflect  Administration  policy. 
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Provlslopa  of  H.R.  3B6< 

Thia  proposed  Isgisletion  would  repeal  those  provisions  of 
federal  law  which  prohibit  the  payoent  of  interest  on  transactions 
accounts.   In  addition,  it  would  give  federally- insured  savings  and 
loan  associations,  mutual  savings  banks  and  credit  unions  authority 
to  receive  demand  deposits.   The  bill  would  require  Federal  Home 
Loan  Bonk  (FBLB)  members  and  federal  credit  unions  to  maintain 
reserves  against  their  demand  accounts  or  deposits  as  defined  by 
the  Federal  Hone  Loan  Bank  Board  (FHLBB)  and  the  National  Credit 
Union  Administration  (NCUAJ ,  respectively,  and  tn  such  amounts  as 
prescribed  by  the  FHLBB  and  the  HCUA  after  consultation  with  the 
Board  of  Governors  of  the  Federal  Reserve  Systeoo.   Reserves  of  FHLB 
members  would  be  in  the  form  of  balances  maintained  in  a  FHLB  or 
in  caah.   Reserves  of  federal  credit  unions  would  be  in  a  form 
specified  by  the  NCUA.   The  bill  in  silent  on  reserve  require- 
ments for  savings  banks,  state  nonmoaber  comiierciBl  banks  and  state 
chartered  credit  unions.   At  the  present  time,  state  law  governs 
reserve  requlresnnts  in  these  institutions.  H.R.  38G4  is  also 
silent  on  regulatory  agency  Interest-rate  ceiling  setting  authority 
for  demand  deposits.  However,  it  appears  the  bill  contemplates  that 
the  agencies  will  use  existing  statutory  authority  to  establish 
interest  rate  ceilings  on  demand  deposits  after  the  statutory 
prohibition  is  repealed. 

The  provisions  of  H.R.  3861  are  constructive  and  reflect  the 
direction  in  which  our  financial  system  must  move.   Elimination 
of  the  prohibition  on  Che  paynent  of  interest  on  demand  depoaita 
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the  povsr  to  thrift  Institutions  to  receive  such 
deposits  is  a  desirable  goal  —  one  ve  should  comit  ourselves 
to  achieving.   The  public,  the  financial  syatem  and  the  economy 
will  be  served  better  once  this  goal  has  been  attained.   Therefore, 
ve  support  prompt  enactment  of  H.R.  3864.   However,  we  recomnkend 
that  tha  bill  be  amended  to  provide  for  uniform  reserve  requirements 
on  transactions  balances  in  all  depository  institutions. 

The  provisions  of  the  Consumer  Checking  Account  Equity  Act  of 
1979  and  existing  regulatory  authority  will  enable  the  appropriate 
federal  agencies  to  set  interest  rate  ceilings  on  demand  deposits 

These  agencies  can  and  should  develop  an  approach  with  a  definite 
tistetable  to  phase  In  Interest  on  transactions  accounts  and  reserve 
regulrementa  that  minimizes  transitional  dislocations  and  provides, 
to  the  extent  possible,  competitive  equality  among  depository 
institutions.   In  light  of  the  NOW  account  experience,  the  initial 
interest-rate  ceiling  on  demand  deposits  should  be  the  sane  for 
all . depository  institutions  and  should  be  equal  to  the  rate  on 
regular  savings  accounts  at  commercial  banks. 

It  must  be  realized,  however,  that  enactment  of  H.R.  3664  haa 
inqiortant  implications  for  two  other  issues  which  the  Congress  has 
frequently  considered  —  interest-rate  ceilings  on  time  and 
savings  deposits  and  the  differential  favoring  thrift  institutions 
(Regulation  Q)  and  Federal  Reserve  membership.   While  these  two 
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issues  need  not  be  linked  with  H.R.  38G4,  they  should  be  conaiderad 
within  the  context  of  the  provisions  of  this  bill. 
Weed  to  »ct 

Although  H.R.  1B64  would  permit  connerclal  banks  to  pay  interest 
on  the  denond  deposits  of  their  business  cuBtoners,  the  principal 
beneficiaries,  as  the  title  of  the  bill  suggests,  would  be  consuners, 
who  find  it  difficult,  inconvenient  and  sonetintes  iif>OBsible  to  take 
advantage  of  various  techniques  for  earning  interest  on  their  depuuid 
deposits.   Snail  businesses  with  transactions  balances  less  than 
$100,000  would  benefit  as  well.   Larger  businesses  already  can  obtain 
interest  on  such  balances,  often  at  market  rates,  by  purchasing 
negotiable  large  denomination  certificates  of  deposit,  by  entering 
into  securities  repurchase  agreements  and  by  negotiating  below  cost 
prices  on  other  banking  and  financial  services  they  use.  Enactment 
of  H.R.  3861  should  provide  the  same  opportunities  for  snail 
depositors  that  now  exist  for  large  depositors. 

whether  to  repeal  the  prohibition  of  interest  on  demand 
deposits  is  not  a  new  issue  for  the  Congress.   The  Financial 
Institutions  Act  of  1975,  as  passed  by  the  Senate,  contained  a 
provision  providing  for  the  repeal  of  the  prohibition  not  soonec 
than  January  1,  1976  nor  later  than  January  1,  19B0.  The  Financial 
Reform  Act  of  1976,  the  result  of  the  study  on  'Financial  Institutions 
in  the  Nation's  Economy'  conducted  by  this  Subcommittee,  con- 
tained a  provision  which  would  have  repealed  the  prohibition 
effective  January  1,  197B.  Neither  of  these  pieces  of  legislation 
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becane  law.  Ducing  1977,  hearings  were  held  in  both  the  House 
and  the  Senate  on  the  extension  of  NOW  accounta  nationwide  to 
all  depoaitocy  Institutions.  This  lagislation  also  failed  to 
ceceive  Congressional  approval. 

failure  to  act  on  B.R.  3864  will  Mean  a  continuation,  and 
perhapa  the  exacerbation,  of  exlatlng  Inequities,  Inefficiencies 
and  other  market  distortions.  For  exanplei 

—  luiBophiHticated  depositors  and  those  of  modest  means  do 
not  have  the  opportunity  to  earn  as  large  a  return  as 
wealthier  and  nore  sophisticated  depositors; 

—  depository  institutions  are  forced  to  reeoct  to  ineffi- 
cient and  wasteful  forms  of  nonprlce  competition  and 

to  devise  roundabout  strategies  to  circumvent  ceilingsi 
--  costly  and  unneceaeary  transactions  occur  as  depoaitoca, 
•eeking  the  beat  rate  of  return,  move  funda  in  and  out  of 
depository  Institutions  or  move  funds  back  and  forth  between 
interest  bearing  and  nonlnterest  bearing  accounts;  and 

—  the  deposit  base  of  depository  Institutions  is  eroded  due 
to  the  Inability  to  respond  fully  to  the  competition  of 
unregulated  Institutions  for  funds  in  the  marketplace. 

However,  if  H.R.  3864  Is  enacted,  we  should  recognize  that 
there  will  be  tranaitional  adjustmenta  in  DOVlng  from  the  present 
state  of  affairs  to  an  environment  in  which  all  depository  insti- 
tutions can  offer  interest -bearing  transactions  accounts.   It 


jbyGoogle 


is  difficult  to  predict  pr«ciB«ly  the  exact  nature  end  extent  of 
the  transitional  probleas  that  suy  develop.  Fear  of  the  unknown 
leads  naturally  to  a  ceelBtence  to  change  and  a  reluctance  to  move 
forward  quickly. 

Neverthelass,  such  concerns  should  not  serve  as  excuses  for 
failing  Co  act.   Experience  show*  that  depositoiy  institutions 
have  responded  effectively  and  capably  to  change.  There  is  little 
reason  to  expect  the  changes  that  would  flow  from  enactment  of 
H.R.  3864  to  have  a  different  result.  Sticking  with  the  status 
quo  and  reinforcing  the  effectiveness  Of  the  prohibition  of  interest 
payments  on  demand  deposits  will  not  contain  depositors'  desire 
to  get  B  market  rate  of  return  in  an  inflationary  environment.   It 
will  only  lead  to  greater  incentives  to  find  ways  to  avoid  the 
prohibition.   If  depository  Institutians  are  etfectively  precluded 
from  offering  interest  on  transactions  accounts,  it  is  only 
natural  to  expect  that  other  unregulated  businesses  will  step  in 


Reasons  for  Prohibition  of  Interest  Payments  on  Demand  Deposits 
Depression  era  fears  that  led  to  the  enactment  of  the  pre 
hibition  on  payiaent  of  interest  on  demand  deposits  by  Federal 
Reserve  member  banks  in  the  Banking  Act  of  1933  no  longer  seem 
important,  if  they  ever  were.  Although  the  legislative  history 
of  the  Banking  Act  of  1911  is  silent  on  this  point,  sevei 
Cor  the  firohlbition  have  been  advanced.  Some  have  arguei 
interest  paymajits  on  demand  deposits  led  banks  to  cover  1 
of  these  payments  by  aeeking  high-yield,  high-risk  asseti 
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increasing  the  likelihood  of  failure.  Another  reason  that  has  been 
offered  is  that  payment  of  interest  on  interbank  balances  encouraqed 
rural  banks  to  place  funds  in  money  center  banks  in  excess  of 
those  needed  for  liquidity  and  car respondent  purposes  rather  than 
■aking  the>  available  to  their  local  coimunities.   It  was  thought 
that  the  prohibition  of  interest  payments  would  prevent  both  of 
these  undesirable  practices.  Another  reason  put  forth  for  the 
prohibition  is  that  It  was  intended  to  reduce  banks'  costa  so  as 
to  enable  them  to  pay  deposit  insurance  assessnents. 

Several  studies  have  found  no  evidence  that  interest  rate  com- 
petition for  demand  deposits  contributed  to  unsafe  and  unsound 
banking  practices  or  led  to  bank  failures  prior  to  the  enactaent 
of  the  prohibition.  With  respect  to  the  movement  of  denand  deposit 
balances  from  snail  banks  to  money  center  banks,  it  is  doubtful  that 
interest  payments  had  much  to  do  with  that  phenomenon.   At  the  ti^ 
the  Banking  Act  of  1911  was  enacted,  bankers'  balances  were  the 
primary  way  in  which  smaller  banks  held  liquid  funds.  These  balances 
were  alao  held  to  facilitate  check  clearing  and  other  transactions 
with  large  money  center  banks.  Techniques  for  holding  liquid  funds, 
such  as  U.S.  Treasury  securities  and  federal  funds,  were  extremely 
limited.   In  fact.  Treasury  bills  were  not  introduced  until  1929, 
and  the  federal  funds  market  did  not  gain  a  significant  presence 
until  after  Norld  War  II.  Finally,  the  cost  of  deposit  insurance 
assessments  in  today's  environment  does  not  have  on  important  impact 
on  bank  profitability.   In  sugnary,  none  of  these  reasons  for  the 
prohibition  of  interest  payments  on  demand  deposits  seems  to  be 
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valid  now,  and  it  1>  doubtful  that  any  of  thm  ware  valid  when  the 
prohibition  was  enacted  in  1933. 
Erosion  of  the  Prohibition 

For  nearly  two  decades,  the  prohibition  had  no  practical  effect 
because  interest  rates  were  extremely  lov.  The  opportunity  cost  to 
depositors  of  holding  demand  deposit  balances  was  low  or  nonexistent. 
Bowevar,  as  interest  rates  beqan  to  rise  in  the  early  1950s,  the 
•ffeetiveneaa  of  the  prohibition  began  to  erode.  One  nanifestatlon 
of  this  was  the  rapid  decline  of  denand  deposits  as  a  proportion  of 
total  deposits. 

To  keep  their  deposits,  conpetltion  in  the  narketplace  forced 
cosnercial  banks  to  devise  various  techniques  for  evading  the  pro- 
hibition of  interest  paynents  on  deaand  deposits.   One  technique 
was  to  provide  free  checking  services,  premiums,  more  convenient 
banking  locations  and  banking  hours,  and  other  kinds  of  nondeposlt 
services  free  or  at  prices  subatantially  below  cost.   In  1977, 
illicit  interest  payaents  ranged  from  4  to  €  percent  on  a  typical 
personal  checking  account  according  to  figures  co^lled  by  the 
Federal  Reaerve'a  Functional  Cost  Gurveyb. 

In  addition,  banks  have  been  able  to  earn  Interest  on  inter- 
bank balances  by  investing  in  negotiable  certificates  of  deposit, 
federal  funds  and  securities  repurchase  agreements.  A  substantial 
portion  of  federal  funds  and  repurchase  agreements  have  maturities 
of  one  day.  Funds  are  shifted  in  and  out  of  demand  accounts  on  a 
daily  basis.  The  practical  effect  is  that  interest  is  earned  on 
demand  deposits.   Large  oorporate  depoaitors,  although  precluded 
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from  the  federal  Iiinda  market,  actively  engage  in  repurchase  sgree- 
nents.   They  can  also  invest  tei^Kirarily  idle  funds  in  large 
denomination,  negotiable  certificates  of  deposit.   Host  knowledge- 
able observers  iMlieve  that  large  corporate  accounts  earn  a  market 
rate  of  interest  through  a  combination  of  explicit  and  implicit 
interest  payments. 

Paralleling  these  developments,  competition  of  nondepository 
institutions  for  demand  deposit  balances  has  been  developing.   For 
exaiqile,  money  market  mutual  funds,  which  were  established  in  1974, 
have  initial  investments  as  low  as  S500  and  many  provide  check 
writing  privileges.   More  recently,  Merrill  Lynch,  through  its 
cash  aanagement  account,  has  entered  the  cosipetitive  fray.   For 
many  individuals,  use  of  the  credit  card  has  become  an  effective 
substitute  for  cash  and  undoubtedly  has  contributed  to  the  ability 
of  depositors  to  minimize  balances  in  checking  accounts. 
Regulatory  Actions 

In  the  last  decade,  the  regulatory  agencies  have  taken  a  number 
of  steps  that  hove  enabled  depositors  to  hold  transactions  balances 
in  interest  bearing  accounts.   For  exaiqjle,  in  September  1970, 
savings  and  loan  associations  were  permitted  to  make  pre-authoriiod, 
non -negotiable  transfers  from  savings  accounts  for  household 
related  expenditures.   In  1972,  state  chartered  savings  banks  In 
Massachusetts  and  New  Hampshire  began  offering  HCW  accounts.   MOM 
accounts  wore  authorized  in  1974  for  all  depository  institutions 
in  these  two  statea.  They  were  extended  to  all  of  Hew  England  in 
1976,  and  then  to  Hew  York  in  late  1978.   In  January  1974,  First 
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Federal  Savings  and  Loan  of  Lincoln,  Nebraska,  Installed  renote 
service  units  Id  two  aupermarketa  allowing  its  cuHComerB  to  make 
deposits  to  or  wtthdrawala  fron  aavinga  accounts.   The  firnt  exp«r- 
iaental  share  draft  accounts  in  credit  unions  began  in  August  1974. 
Telephone  transfer  accounts  were  authorized  for  cosaercial  banks 
in  April  197S.   In  Kovember  19TB,  coimerclal  banks  and  nutual  savings 
banks  were  authorized  to  transfer  funds  autoaatically  from  savings 
to  checking  accounts. 
United  States  Court  of  Appeals  Decision 

These  and  other  regulatory  rulings  have  contributed  to  the 
erosion  of  the  prohibition  on  the  payment  of  interest  on  demand 
deposits.  However,  in  s  decision  on  three  cases  challenging  the 
legality  of  several  of  these  regulatory  rulings,  released  on  April  20, 
1979,  the  United  States  Court  of  Appeals  stated  that  'agency  regula- 
tions have  outpaced  the  methods  and  technology  of  fund  transfers 
authorized  by  the  existing  statutes.'  The  Court  ruled  that: 

.  .  .  the  development  of  fund  tranafers  as  now  utilized 
by  each  type  of  financial  institution  involved  herein, 
conmercial  banks  with  'Automatic  Fund  Transfers," 
savings  and  loans  associations  with  'ReoDte  Service 
Units,*  and  federal  credit  unions  with  'Share  Drafts,' 
in  each  Instance  represents  the  use  of  a  device  or 
technique  which  was  not  and  is  not  authorized  by  the 
relevant  statutes,  although  permitted  by  regulations 
of  the  respective  institutions'  regulatory  agencies. 

Specifically,  the  Court  determined  that  autosatic  transfers  of 

deposits  from  interest-bearing  accounts  to  noninterest  bearing 

depuind  accounts  in  commercial  banks  and  savings  banks;  withdrawal 

of  funds  frott  an  interest-bearing  savings  deposit  account  by  a 

device  functionally  equivalent  to  a  check,  such  as  remote  service 
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units  operated  by  savings  and  loan  associationE ;  and,  the  with- 
drawal of  funds  from  share  accounts  in  federal  credit  uniona  through 
the  use  of  drafts,  are  prohibited  by  existing  law. 
layact  of  Decision  on  Depositora 

However,  the  Court,  recognizing  that  "Che  wisdoa  of  the  transfer 
procedures  permitted  by  the  regulations  of  the  several  agencies 
is  ■  natter  of  high  public  financial  policy,"  stayed  the  effective 
date  of  its  ruling  until  January  1,  19B0.  Further  appellate  pro- 
ceedings are,  of  course,  possible.   In  the  meantime,  however,  it 
is  a  fact  that  automatic  transfer  accounts,  remote  service  units 
and  share  draft  accounts  afford  the  public  a  substantial  benefit. 
Elimination  of  them  would  affect  adversely  a  substantial  nunber  of 
depositors.   In  addition,  termination  of  these  services  would  be 
costly  to  those  financial  institutions  that  have  made  substantial 
investments  in  new  operating  systems  and  equipment. 

For  exaiq>le,  at  the  close  of  19TS,  just  two  months  after  the 
autonatic  funds  transfer  service  was  initiated,  about  S,000  com- 
mercial banks  held  S1.3  billion  in  430,000  accounts.  As  of 
April  IS,  1979,  total  automatic  transfer  account  balances  had 
increased  to  S6.4  billion.  At  the  close  of  1978,  there  were  about 
BOO, 000  share  draft  accounts  totaling  $720  million  in  approximately 
740  federal  credit  unions.   In  addition,  there  were  an  estimated 
400,000  share  draft  accounts  in  600  state  credit  unions.   About  ZOO 
federally  chartered  savings  and  loan  associations  have  been  approved 
by  the  PHLBB  to  operate  remote  service  units.  These  units  have 
access  to  $2.G  billion  In  savings  deposits.   During  1978,  an 
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estlBBted  i.!5  Billion  tranaactions  occurred  through  reaota 
■erviee  units  with  a  total  of  S17I  million  bein<|  tranaferred. 

It  is  clear  froa  these  figures  that  large  nunbera  of  depositors 
have  taken  advantage  of  various  ways  of  drawing  intareat  on  their 
transaction  balances.   Thia  is  confirmed  by  atatiatics  in  the 
six  Hew  England  atatea  and  Hew  York  on  HON  accounts.  At  the  end 
of  March  1979  there  were  2,244,000  accounts  totaling  $3.7  billion 
in  the  Bis  Hew  England  states.   In  New  York  State,  where  HON 
accounts  were  authorized  in  Noveaber  1978,  there  were  239,000 
accounts  with  $1.0  billion  at  the  close  of  February  1979,  By 
the  end  of  April  the  amount  of  dspoaits  in  HON  accounts  in  Hew 
York  had  increased  to  SI. 6  billion. 
Problems  Created  by  the  Prohibition 

If  the  Court' a  ruling  becomea  effective  on  January  1,  19B0, 
oany  depoaitors  will  loae  a  benefit.  In  addition,  problems  that 
the  prohibition  has  created,  such  aa  diacrininatorY  treatoent  of 
different  depoaitors  and  inefficient  utilization  of  resources, 
will  continue.   For  exai^le,  if  depositora  could  sinply  earn 
interest  On  their  checking  accounts,  there  would  be  no  need  for 
them  to  shift  funds  back  and  forth  between  savings  and  checking 
accounts,  niere  would  be  less  need  for  corporate  depOHitors  to  put 
energy  into  fine-tuning  cash  lunageaent.   Explicit  interest  payments 
and  full  costing  of  checking  services  also  night  lead  to  the  mre 
expeditious  adoption  of  electronic  funds  transfer  technology. 
Sufficient  transactions  voluae  la  the  only  practical  deterrent  to 
■aklng  EFT  devlcea  coat  effective.   Depositora  have  little  incen- 
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tive  to   use  EFT  devices  so  long  as  fees  on  check  writing  are  held 
belov  cost. 

Another  problem  caused  by  the  pieceneal  erosion  of  the  pro- 
hibition of  interest  paynents  on  demand  deposita  is  the  growing 
unreliability  of  money  supply  figures.   The  accuracy  of  such  data 
is  iii^K>rtant  Cor  the  effective  ii^leraentation  of  monetary  policy. 
The  growth  of  securities  rapurchase  agreements.  HON  accounts. 
automatic  funds  transfer  accounts  and  other  forms  of  holding 
transaction  balances  in  interest  bearing  forms  has  Made  measure- 
ment and  interpretation  of  the  monetary  aggregates  difficult. 
For  example,  debate  exists  at  the  present  time  as  to  whether  monetary 
policy  is  too  tight,  as  reflected  in  the  recent  low  growth  rates 
of  H,  and  H,,  or  whether  monetary  policy  is  too  easy  because 
a  substantial  amount  of  balances  is  being  diverted  to  so-called 
'invisible  money'  and  unreserved  deposit  substitutes  and,  hence, 
the  monetary  aggregates  are  really  growing  at  a  rapid  rate. 
Repeal  of  the  prohibition  of  interest  on  demand  deposits  and 
clearer  separation  of  transaction  balances  from  time  and  savings 
balances  ought  to  have  a  salutary  effect  on  the  conduct  of  monetary 
policy,  if  only  by  making  the  monetary  aggregates  more  reliable. 
Transitional  Problems 

Given  these  problems  and  the  consequences  that  may  result  from 
failure  to  take  action,  B.R.  3BG4  should  be  adopted.  However, 
there  are  at  least  three  transitional  problems  related  to  repeal- 
ing the  prohibition  of  interest  on  demand  deposits  and  extending 
demand  deposit  powers  to  all  depository  institutions.  First, 
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servicing  transsctiona  accounta  roquirea  a  substantial  1 
in  mjuipnent  and  a  large  nuabec  of  enployees.   This  would  raquire 
a  Bajor  adjuataant  on  tha  part  o£  thrift  institutions  that  decided 
to  coivete  for  transactions  balances.   Thus,  thrift  institutions 
vould  need  soac  tine  to  prepare  themselves,  although  a  aajor  share 
of  check  cleocinq  aarvicea  could  be  purchased  fcOB  coonercial 


Second,  both  coBBvrcial  banks  and  thr: 
relatively  little  experience  In  pricing  tranaactions  services. 
InatitutiuiB  that  have  been  offering  NOW  accounts  have  gained 
scae  experience  and,  nore  recently,  the  autooAtic  transfer 
service  has  profited  many  coiMarcial  banks  to  look  at  the  cost 
of  providing  servicea  and  to  develop  appropriate  service  charge 
Bchedulea.  The  six  month  delay  in  the  tnplementation  of  the 
autcBBtic  funds  transfer  regulations  was  done  purposefully  to 
allow  bonks  an  opportunity  to  develop  operating  and  narketing 
progxaas.  Even  then,  the  aix  nonth  period  waa  apparently  not 
sufficient  for  sHUty  small  banks. 

Third,  allowing  thrift  institutions  to  offer  transactions 
services  will  add  a  substantial  nuaber  of  suppliers  of  these 
services  all  at  once.  However,  demand  for  transactions  services 
is  likely  to  change  only  gradually.  Thrifts,  as  new  entrants, 
are  likely  to  follow  atrategiea  ained  at  building  market  share, 
while  coamerclel  banks  will  follow  strategies  aiaed  at  holding 
on  to  existing  desund  deposits.  Thrift  institutions  may  price 
these  services  initially  below  coat.   If  conasrcial  banks,  in 
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an  attempt  to  hold  deposits,  meet  prices  set  by  thrift  institutions, 
their  profitability  could  be  adversely  alfected  in  the  short  run. 
However,  the  NOH  account  experience  in  Hew  England  deaonatratea 
that  comnercial  banks  in  a  highly  coapetitive  narket  do  not 
neeeasarily  lower  service  charges  Co  neet  those  set  by  thrift*. 
Further,  studies  suggest  that  conntercial  bank  profits  have  been 
affected  relatively  little  by  HON  accounts.  To  the  extent  that 
profits  Day  have  been  affected  adversely,  other  adjustnents  in 
operating  policies  apparently  have  had  offsetting  effects. 

In  time,  as  market  shares  stabilize,  it  is  likely  that  prices 
for  checking  services  will  be  adjusted  to  recover  full  costs. 
This  pattern  of  experience  has  occurred  in  Hew  England  as  thrifts 
sought  to  draw  dsntand  deposit  balances  into  HOM  accounts.  Many 


thrifts  initial: 
levied  no  se: 
part  of  thri 
services  charges. 
Guiding  Princip] 


y  offered  5  percent  interest  c 


:o  institute 


Application  of  several  principles  would  ease  these  transitional 
problena.  First,  all  depository  institutions  offering  Identical 
products  and  services  should  be  able  to  compete  on  as  equal  a  foot- 
ing as  possible  for  those  products  and  services.   This  principle 
Implies  that  ceiling  interest  rates  and  reserve  requirements  on 
transactions  balancea,  and  the  form  in  which  those  reserves  are 
held,  should  be  the  same  for  all  depository  institutions.   Second, 
the  capacity  of  each  depository  inatitution  to  coi^iete  effectively 
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should  not  be  llaitad  by  other  ivstrBlnts.   Foe  e]Eai4>la,  thrllt 
institutions  will  require  additional  landing  powsrs  to  retain 
competitiv*  viability  when  intereat  ceilings  on  deposits  ar* 
eliminated.   Third,  depository  institutions  should  be  given  th* 
opportunity  to  alnlmiia  a^iinistratlva  and  operating  expenaes. 
thla  arguea  for  niniaum  regulatory  conatralnta  and  aufficient  tlae 
to  do  thoughtful  planning. 

Fron  the  atandpoint  of  deposltoxs,  simplicity  should  serve 
as  a  guide.   Equity  is  another  important  consideration.   Ul 
depositors  should  have  the  same  opportunity  to  «arn  a  lair  rate 
of  return  on  their  deposit  balances.   Finally,  from  the  standpoint 
of  the  aconoay  as  a  whole,  the  program  for  phasing  in  interest 
on  transactions  balances  should  promote  efficient  utilliation  of 


Nith  these  principles  in  mind.  It  Is  important  to  consider 
two  related  issues  that  will  be  raised  by  repeal  of  the  prohibition 
of  interest  payments  on  demand  deposits  and  extension  of  checking 
account  powers  to  all  depository  institutions. 

One  issue  is  Regulation  Q   —  intereat-rate  ceilings  on  time 
and  savings  deposits.   The  celling  for  thrift  institutions  has 
been  15  basis  points  higher  on  most  types  of  time  and  savings 
deposits.  The  ostensible  purpose  of  this  differential  Is  to  direct 
savings  flows  to  thrifts  for  investment  In  home  aortgages,  off- 
setting the  citn^etitive  advantage  that  coamerclal  banks  hold  by 
virtue  of  their  exclusive  power  to  receive  demand  deposits,   when 


jbyGoogle 


can  be  el: 


sHinga 


thEifta  obtain  demand  deposit  powers,  allowing  the*  to  function 

'  as  full-service  financial  institutions!  one  important 
tbe  differential  will  cease  to  exist.  Thus,  adoption 
3BG4  should  hasten  the  day  when  all  interest  rate  controls 
.ninated. 
deregulation  of  Regulation  Q  ceilings  is  appropriate 
ike  the  prohibition  on  interest  payments  on  demand 
Regulation  Q  ceilings  lead  to  inequities  anong  depositora 

I  in  the  economy.   However,  complete  removal  of 
n  the  present  economic  environment  might  have  adverse 
consequences  for  some  Institutions,  particularly  thrifts,  because 
their  mix  of  short-tern  liabilities  and  long-term  assets  makes 
their  earnings,  artd  possibly  their  solvency,  vulnerable  when  interest 
rates  are  rising  rapidly.   Thus,  to  ensure  the  continued  viability 
of  such  institutions  in  a  world  without  deposit  intereat-rate 
ceilings,  they  should  have  sufficient  time  to  adjust  their  port- 
folio and  operating  policies  and,  in  the  case  of  thrift  institutions, 
their  powers  will  have  to  be  expanded  to  nake  them  less  sensitive 
to  changes  in  interest  rates. 

Specifically,  we  recomend  that  thrift  institutions  be  authorized 


—  offer  a  full  range  of  mortgage  instruments  including 
variable  rate  mortgages,  with  appropriate  consumer  pro- 
tection safeguardsi 

—  issue  longer  term  liability  instruments  and  certificates 
to  reduce  their  dependence  on  short  term,  more  interest- 
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••oaitivn  dapoaltat  and 
—  off*!  a   cange  of  housahol-d  aerviccB  including  checking 

BCCOunts  and  soia  typaa  of  consuaer  loans,  to  provide 

coDsunars  with  tha  convenience  ol  one-atop  banking  and 

to  ahortan  loan  portfolio  Maturities. 
In  principle,  deregulation  of  tntecaat  rata  controls  on  lia- 


uas  for  siailar  action  on  usury  li 
as  on  loans.  Aa  we  testified  befc 
April  S,   1979,  state  usury  laus  should  be 


by  federal  law  or  aodiflad  substantially.  These  ceilings  reduce 


the  incentive  to  aake  loans  and  distort  the  I 
encouraging  out-of-state  investaent  of  funds, 
are  beLow  narket  interest  rates,  they  divert 
activities  to  nacketa  where  no  controls  exist 
very  people  usury  laws  are  intended  to  proteol 

A  second  Ibbuc  concerns  inequities  in 
and  the  Psderal  Reserve  ■ember ship  problem, 
on  reserves  of  coaaercial  banks.  Thus,  exist] 
neober  and  nonBBBber  banks  are  perpetuated, 
and  federal  credit  unions  that  choose  to  reel 
balances  will  be  required  to  set  aside  reaen 
HOIA  have  discretion  to  determine  the  aaount 
these  reoari 
could  allow 
banks  wil: 


lhs  that  restrict 

his  Subcomaittee 
epealed,  preempted 


ow  of  funds  by 
Nhen  usury  ceilinga 
ending  and  investment 
is  injures  the 


inequities  between 
Hhils  FHLB  members 


the  FHLBB  and  the 

ind  the  form  in  which 


Presumably,  the  FBLBB  and  the  HCUA 
I  earn  Interest, 
be  required  to  hold  i 
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depoaitB  ranging  from  7  to  16-1./4  percent  Of  outstand 
and  earning  no  Interest. 

Although  the  ceaerveB  pcovlsions  of  H.R.  3S6I  do  not  materially 
alter  existing  aErangeaents,  paynent  of  interest  on  tcansactions 
balances  will  increase  cost  presHurea  on  all  InstitutionH.   Thus, 
the  coat  to  ■eaber  banks  of  holding  nonearning  reserve  balancvs 
will  becoae  less  tenable  than  it  is  now.   In  time  this  will  axacerbat* 
the  Federal  Reserve  nembership  problem.  Hhile  it  in  not  necessary 
to  solve  the  menbership  probleo  in  the  context  of  H.R.  38G4,  the 
principle  of  competitive  equality  argues  that  all  institutions 
offering  transactions  accounts  be  subject  to  the  sane  requirements 
and  restrictions.  Including  those  pertaining  to  reserves. 

Therefore,  we  recoHoend  that  H.R.  3B64  be  amended  to  provide 
for  uniform  reserve  requirements  on  transactions  balances  in  all 
depository  institutions.  He  also  reco^send  that  the  part 
of  such  reserves  that  is  not  cash  should  earn  interest.   In 
addition  to  providing  coiQwtitive  equality,  payment  of  interest 
on  reserves  would  substantially  eliminate  the  existing  Incentive 
to  switch  funds  to  accounts  on  which  reserve  requirements  are 

He  support  Inmwdlate  enactment  of  H.R.  3864,  the  Consuasc 
Checking  Account  Equity  Act  of  1979.   nie  passage  of  H.R,  3BG4  will 
benefit  consumers,  buBinessei,  the  financial  system  and  the  econo^. 
He  recommend,  however,  that  the  bill  be  amended  to  provide  for 
uniform  reserve  requirements  on  transactions  balances  in  all 
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depository  inatltutiona. 

Enactoent  of  H.R.  38£t  will  put  greater  pressure  on  us  to 
solve  the  problems  of  interest-rate  ceilings  on  tiae  and  savings 
deposits  and  rederal  Raserva  member ship  attrition!  however,  total 
zesolution  of  tbasa  two  isBues  need  not  be  a  condition  for  paaaage 
of  this  lagialation.   In  addition,  we  believe  that  the  regulatory 
agencies  can  develop  an  approach  for  laplesientlng  H.R.  3864  that 
BiniBliea  transitional  pEObless.   Horeovez,  as  the  now  account 
experinient  in  Hew  England  and  Haw  Vork  has  denonatrated,  depository 
Institutions  have  adapted  akillfully  to  the  increased  competitive 
preasures  steming  from  extansion  of  Interest- bearing  tranaactiona 
accounts  to  all  depository  Institutions. 

Me  at  the  Conptrollec ' s  Office  stand  ready  to  assist  this 
9  in  this  iMportant  endeavor  in  any  way  possible. 
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Chairman  St  Gekhain.  Thank  you,  Mr.  Heimann. 
Now  we  will  hear  from  Mr.  Sprague, 

STATEUEHT  OF  HON.  IBTINi;  H.  SPSAOTJE,  CHAISUAS,  PEDEEAL 
DEPOSIT  IKSUBAnCE  COBFOKATIOH 

Mr.  Smaqub.  Mr.  Chairman,  Mr.  Wjlie,  I  will  be  quite  brief.  Time 
is  running. 

First,  I  would  like  to  compliment  you  for  selecting  S^iator  Mcln- 
tyre  and  my  fellow  Californian,  John  H.  Rousselot,  to  set  the  stage 
for  this  hearing.  I  first  should  say  I  consulted  with  neither  of  them  in 
preparing  my  testimony.  I  found  myself  nodding  my  head  in  agree- 
ment as  I  listened  to  the  Senator.  I  thought  he  made  my  caaequite 
well.  And  I  found  that  when  John  Rousselot  reached  point  No.  3  of 
his  statement  and  the  first  half  of  his  conclusion,  I  was  in  agreement 
with  that,  also. 

In  preparation  for  this  testimony,  I  asked  for  two  things  from  the 
FDIC  staff.  I  asked  our  Division  of  Bank  Supervision  if  tneir  experi- 
ence of  the  past  decade  should  lead  me  to  have  any  concern  about  safety 
and  soundness  if  we  were  to  proceed  with  nationwide  NOW  accoimts.  I 
was  assured  that  there  is  no  such  concern  and  that  sliould  not  be  part 
of  the  decision. 

I  asked  the  Division  of  Research  to  identify  for  me  consumer  accep- 
tance of  NOW  accounts.  They  provided  interesting,  at  least  to  me,  his- 
tory which  I  decided  to  include  in  my  formal  statement.  The  essence  of 
it  is  that  wide  acceptance :  2%  million  accounts,  $5  billion  in  a  very 
small  section  of  the  country.  There  is  no  question  about  this  being  a 
consumer-accepted  device. 

My  statement  says  simply :  You  had  your  Christmas  tree  last  year, 
and  if  we  are  going  to  have  legislation,  it  has  to  be  narrowly  based  and 
widely  supported.  And  I  simply  urge  the  committee  to  concentrate  on 
the  single  issue  of  providing  nationwide  NOW  accounts  immediately. 

Thank  you. 

[Chairman  Sprague's  prepared  statement  follows;] 
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statement  on 
H.S.    3864,    tha    'Conaumsr  Checking  Account  Equity  Act  of   1979' 


Presented  t 
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I  un  here  today  to  recomnend  that  Congress  enact  a  law 
providing  for  innnediate  nationwide  SOW  account!. 

There  is  much  that  could  be  said  in  connection  with  this  on 
the  natter  of  Federal  Reserve  membership. 

Th«e  is  also  much  chat  could  be  said  about  payment  of 
interest  on  demand  deposits. 

And  there  is  much  that  could  be  said  about  improving  the 
asset  powers  of  thrift  institutions! 

—  or  about  phasing  out  Regulation  Q  and  the  differential, 

—  or  about  equalizing  tax  treatment  between  banhs  and  thrifts. 

—  or  about  revising  the  McFadden  Act, 

—  or  about  a  host  of  other  related  and  important  issues. 

I  recootmend  that  we  don't  say  any  of  this  about  any  of  these 
or  other  related  matters  and  that  we  simply  concentrate  our  efforts 
on  getting  a  nationwide  HpH  account  bill  enacted  as  soon  as 
possible. 

The  courts  have  brought  a  long-standing  issue  to  a  head  and 
hava  given  Congress  and  the  agencies  a  deadline  for  action.   We 
should  face  up  to  it  and  deal  with  that  issue  alone,  if  we  are 
to  have  any  real  prospect  of  enacting  a  solution  into  law. 

PRQHIBITIOH  DATES  FROM  1933 
Payment  of  interest  on  demand  deposits  has  been  prohibited  by 
law  since  1933.   However,  ccoipetltive  pressures  and  modern 
technology  increasingly  have  presented  new  challenges  in  the 
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application  and  Intarprctation  of  that  law.   In  fact,  aooa  would 
argua  that  the  law  la  outdated  and  has  served  to  prevent  today's 
technologically  advanced  payment  system  fraca  achieving  Its  poten- 
tial in  afficlancy  of  operation  and  benefits  to  the  public  in 
teems  of  cost  and  service. 

I  do  not  intend  to  argue  the  merits  of  that  contention.   I 
want  simply  to  point  out  that  the  developaent  of  electronic  funds 
transfer*,  telephone  transfers  and  other  speedy,  convenient  payment 
mechanisms  has  placed  increasing  pressure  on  the  law'*  prohibition. 
On  November  1,  19TS,  ve  authorized  automatic  transfer  of  savings 
for  our  insured  nonmember  bank*.   He  regarded  thl*  as  a  warranted 
accoMitodaticn  of  transfer  innovations  and  competitive  developments 
occurring  within  the  banking  industry,  such  a*  overdraft  checking 
in  combination  with  telephone  transfers  to  saving*  and  checking 


These  developments  in  the  fund  transfer  area  precipitated 
three  separate  but  related  lawsuits.   On  April  20,  the  United 
States  Court  of  Appeal*  (or  the  Oisttict  of  Columbia  Circuit 
ruled  that  the  automatic  transfer  of  funds  froni  an  interest- bear- 
ing saving*  account  to  a  noninterest -bearing  checking  account 
violates  the  statutory  prohibition  againat  payment  of  interest 
on  demand  deposits.   In  the  related  cases,  the  court  also  invalidated 
the  withdrawal  of  fund*  from  a  aavinga  and  loan  account  via  a 
remote  service  unit  and  the  offering  of  share  draft  accounts  by 
credit  union*. 

The  court  recognized  that  imediate  temlnatlon  would  cause 
chaos  in  ay*tem*  that  have  already  attracted  perhaps  as  many  as 
two  million  users,  and  It  stayed  the  execution  of  it*  order 
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until  January   1980   to  give   the  aqencies   and  Cnnoc*aa   tlBn  to 
conaidae  the  mattsc. 

Kc.  chaicman,  you  hava  introduced  U.S..  3864  aa  a  proposed 
legislative  solution  to  our  dilemma.  That  bill  is  very  straight- 
forward and  sweeping.  It  would  repeal  the  46-year  old  prohibition 
on  direct  interest  payments  on  demand  deposita  and  the  Federal 
statute  limiting  NOW  accounts  to  Hew  England  and  New  York.  The 
bill  would  also  give  explicit  authority  for  checking  powers  by 
federally- insured  savings  and  loan  associations,  mutual  savings 
bank*  and  credit  unions. 

Mr.   Chairman,    I  would   like  to  propose  an  alternative  solution 
which  I  believe  has  the  advantages,    first,   of  providing  aubstan- 
tially  the  relief   in   the   legislation  aa  introduced,   and     secondly, 
of  doing   it  on  s  iDore  restrictive  basia  that  is  not  likely  to 
muster  a  united   front  in  opposition.      In   short,    a  proposal   that 
has  more  chance   for  enactment. 

Briefly,    I  would  support  a  bill  which  would  simply  extend  to 
the  entire  country  the  authority   for  HON  accounts   that  is 
currently   limited  to  commercial  banks,   savings  banks   and  savings   and 
loan  associations   in  Hew  England   (that  Is,   the  states  of 
Massachusetts,   Hew  Harapshira,   Connecticut,   Ffalno,   Rhode  Island 
and  Vermont]    and  ttew  York  and  add  credit  unions   to  the  list  of 
institution*  eligible   to  offer  KOM  accounts. 

The  affect  of   the  legislation  would  be  to  pemit   the  consuiaer 
to   receive   some  coiH)ensation   on  a   checking   account   —    income 
the  consumec  would  not  ochervise  have  had  —   in  addition  to  the 

for  maintaining  a  demand  deposit  account.      In  some   instances,    the 
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r  vlll  IM  abla  to  coobin*  a  checking  account  with  an  cxliting 
intarast-aaming  account,   not  having  to  worry  about  niniJdilng  .   . 

tha  balance  in  a  checking  account   that  does  not  ttxa  inter««t. 

The  effect  of   the  proposed  NOW  account  legislation  would 
positively  benefit  depositors  and  reduce  inafficianclee. 
In  addition,   the  evidence  from  the  Hew  England  experience  with 
NOW  account*   thus   tar  indicates   that  HOHa  do  not  portend  a 
reduction  in  bank  eafsty  and  soundnaes.      Further,   the  experience 
in  Hew  England  demonstrates,   as   I  will  detail   later,    that  there 
is  an  overwhelming  consumer  demand  for  NOW  accounts. 

In  regulating  the  interest  on  NOW  accounts  under   the 
authoclty  In  existing  law,    the  agencies  would  set  a  naxinnim  rate 
at  a   level  that  could  be  borne  by   the  institutions  and  that  would  be 
conaistent  with  safe  and  sound  operation.      The   rate  would  be 
uniform  for  all  kinds  of  inatitutiona,   as   In  new  England. 
The  bank  still  would  retain  the  right  to  price   these  new 
consumer  in tereat- bearing  accounts  and   to  determine  whether 
or  not  it  wlshai   to  offer  then. 

He  also  believe   that  the  determination  of  who  may  obtain  and 
own  NOW  accounts   should  remain  within   the   regulatory   function. 
This  would  continue  to  provide  a  deairable   level  of  administrative 
flexibility,   so  t.hat  agencies  by  regulation  may  respond  to  new 
developments  or  changing  circumstances. 
APPELLATE  ACTIOH 
A*  you  know,    the  agencies  are  moving  simultaneously   in  the 
courta   to  reverse   the  Court  of  Appeals  decision  of  April   30. 
The  Federal  Hone  Loan  Bank  Board  has  already  asked  the  Court  of 
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App*al*  foe  a  tBhsaring  of  the  caa*  in  vhich   it  i>  involved.      Th* 
Aganciaa  involvad  in  the  other  two  cases  have  obtained  «  2L-day 
axtension  of  tha  filing  peciod  for  a  rehearing,   and  we  would  expect 
to  make  a  dectaion  aoon  on  whether   to  follow  the  Bank  Board  and 
go  back  to  the  Court  of  Appeals.      If  we  do  not  seek  a  rehearing 
by  the  Court  of  Appeals,   we  would  itill  have  the  option,   with   the 
Solicitor  General'*  permiaslon,   of   seeking  Supreme  court  review. 
GROMTH  or  TRANSFER  ACCOCWTS 
Obviously,   much  la   at  stake  here.      The  various  kinds  of  transfer 
services  and  transaction  accounts  have  grown  rapidly  since  their 

Automatic  transfer  service,  or  ATS,  was  authorized  beginning 
Hoveifeer  1,    1976,   and  we  estimate   that  in  e-l/I  months   some 
3,300  —  or  about  33  percent  —  of   the  nation's   14,000  connercial 
banks  and   32  nutual   savings  banks  outside  dew  England  have 
inaugurated  the  service.      Patronage  is  estimated  at  more  than 
750,000   bank  customera. 

Perhaps  as  many  as  1,500   credit  unions,   about  7  percent  of   the 
total,   offer  share  draft  service  that  is  used  by  over  one  million 
persons.      About  10  percent,   or   200,   of  the  nation's  Federal  savings 
and   loan  association*  offer  remote  service  units,   but  the  number 

In  addition  to  the   Institutions  already  offering   these 
services,   an  undetermined  number  of  others  have  already  spent 
considerable  tlae  end  money  on  preparations   to  inaugurate  service. 
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Tha  Court  oC  Appesli  decision  east*  uncactalnty  on  the  futuce 
of  th««e  transaction  account*,  with  all  that  this  impllaa  £or 
inititutioni  and  the  public.  '  ' 

HOW  ACCOUNT  OEVELOPHENTS ,  1970  -  1978 

The  creation  and  iraplenientation  of  the  HOW  account  resulted. 
In  large  measure,  fcoD  growing  competition  between  conmercial  banks 
and  thrift  Institutions  for  consumer  deposits,  together  with  the 
defeat  of  the  thrifts'  efforts  to  gain  authority  to  offer  checking 


In  1970  Consumera  Saulngs  Bank  of  Worcester,  Massachusetts, 
developed  a  new  type  of  savings  account  which  permits  negotiable 
orders  of  withdrawal  payable  to  third  parties.   This  new  type  of 
savings  account,  commonly  referred  to  as  a  MOM  [negotiable  order 
of  withdrawal)  account,  differs  In  two  respects  fron  the  traditional 
demand  or  checking  account.   First,  Interest  is  paid  on  the  balance 
maintained  in  a  NOW  account,  which  is  prohibited  by  statute  for 
demand  accounts.   Second,  withdrawal  nay  ba  legally  delayed  by  the 
institution  for  30  days,  as  for  other  savings  accounts,  although 
depository  institutions  rarely  exercise  their  authority  to 
require  notice  of  withdrawal. 

On  June  12,  1972,  Consumers  Savings  Bank  introduced  HOWs 
to  the  public.   Two  nonth*  later,  Sew  Hampshire  Savings  Bank 
in  concord  offered  HOW  accounts  for  the  first  time  in  that 
state. 

During  the  remainder  of  1972  and  1973,  NOW  accounts  spread 
rapidly  among  mutual  savings  banks  in  these  states,  but  not  among 
other  depository  institutions  which  by  regulation  or  law  could  not 
offer  HOWs. 
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By  •arly  January  197),  naarly  one-third  of  the  168  saving* 
bonki  in  Hassachuiatta  and  20   savings  banks  in  New  Hampshire 
offered  NOW  accounts.   The  Masjaehusetts  mutunls  were  paying  the 
•ama  intaresC  rata  on  HOHs  as  on  regular  savings  accounts  and 
were  generally  charging  IS  cents  per  HOW  draft,  (even  though  the 
■tata's  conmercial  bank*  vere  at  that  time  not  Imposing  service 
charge*  on  denand  deposits)  .   In  contrast,  the  Haw  Haiq>shir« 
savings  bank*  ware  paying  either  3.00  or  4.00  percent  interest  ■ 
on  NOW*,  *ub*tantially  leas  than  on  savings  deposits,  but  were 
not  Imposing  service  charges.   These  different  •teateglae  appear 
to  be,  in  part,  re*pon*ible  for  the  larger  popularity  of  HOH*  in 
Massachusetts.   Approximately  22,000  HOM  accounts  existed  in 
Massachusetts'  banks  in  January  1973,  with  deposit*  totalling 
$4S  million,  compared  with  some  2,300  NOW  accounts  in  Hew  Hamp- 
shire, with  deposits  totalling  $1.1  million. 

Such  HOM  growth  and  acceptance  by  Massachusetts  and  New 
Hampahire  mutual  saving*  banks  and  depositors  and  the  restriction 
of  such  accounts  to  the  mutuals  quickly  resulted  in  considerable 
agitation  for  Federal  curtailment  or  regulation  of  NOH  account*. 
Public  Law  93-100  of  August  16,  1973,  sanctioned  the  offer  of 
NOH  accounts  by  all  depository  institutions  in  the  two  states, 
Hassachusetta  and  New  Hampshire,  beginning  in  January  1974. 
Regulation  of  NOHs  was  divided  among  the  Federal  Reserve  Board, 
roiC  and  the  Federal  Hona  Loan  Bank  Board.   Eligible  account 
holders  for  NOWs  were  limited  by  regulation  to  individual*  and 

The  NOH  experiment  in  Massachusetts  and  Hew  Hampshire  wa* 
intended  to  provide  information  to  be  used  in  future  assessment* 
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of  permitting  th*  payment  of  interest  on  demand  depoiits  or 
extending  MOW  account  power*   nationwide. 

Interagency  diiciuiiona  on  NOW  account*  relulted   in  relatively 
uniforiB  regulation*.      Host  In^rtant,   the  interest  rate  ceiling 
on  MOM*  was  set  at  5  percent  for  all   inatltutlon* .    thereby 
forcing  Ha**achuaetts  ouitual*   to   lower  the  rate  on  t)OH*   from  5.2S 
percent.      Furthermore,   the  agencies  agreed  to  limit  them,    to  the 
extent  praetleablei    to  residents  of  Haasachusatta   and  New  Hampshire, 
«nd  to  restrict  HON  advertisements   to   those  states. 

MftSSACKOSETTS   -  NEW  HAMPSHIRB  HOW  EXPERIENCES,    1974    to  JUNE    1979 
Initially,   after  gaining  the  power  to  offer  NOW*,   comnerclal 
banks  generally   fought  the  NOW  account  movement.      Most  did  not  offer 
NOWs  and  elected  to  advertise  against  NOWs,   arguing  that  consumers' 
savings  would  be  eliminated  if  they  used  NOW  accounts.      Nevertheless, 
NOW  accounts  continued  to  grow  during  1974.      Finally,   in  early   197S, 
coitDercial  banks  yielded  to  competitive  and  consumer  pressures   for 
this    new  payment   service   and  began  offering  MOWS   on   a  broad   scale. 
At  the  outset,   connercial*   followed  the  exai^le  of   the 
thrift*,   offering  5  percent  interest  on  MOWs  and  offering  the 
accounts  free  of  charge.      However,   after   incurring   tremendous 
growth   in  the  number  of  MOW  accounts  and  in  their  dollar  volume 
during  197S,    the  commercials  began  to  retreat   from  free  accounts 
and  initiated  a  trend  of  charging   for  HOMs,    particularly,   by 
imposing  some  minimum  balance  requirements.      This  occurred  at  a 
tiiM  when  interest  rates  were   falling  from  their  highs  of  12  and 
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13  p*rc«nti   and  banks  were  leelclng  to  o£fs«t  part  of  their 
reduction  in  revenues  by  cutting  coats,   including  HOW  account 
expense*.      By  1976,    thrifts  In   the   two  states  were  following   the 
cODoaarcial  banks'    lead  away   from  free  HOM  accounts,   although  not 
to   the  extent  of  the  coomecciala.      in  June  of   19TB,    84  peccent 
of   the  NON-offering  commercials   in  the   two  states   inposed  charges 
for  NOMs,   whereas   less   than  one-half    (*i  percent}   of   the  SOH- 
offerlng  thrifts  imposed  charges. 

Through  Karch  1979,    5-1/4  years  after  NOW  account  powers  were 
extended  to  all  depository  Institutions   in  the  two  states,   HON 
balances  totaled  more   than  $2.6  billion  in  more   than  1.8  (Billion 
accounts.      HOHs  were  being  offered  by  506   institutions,   S4  percent 
of  the  coBDercial  bank  and  thrift  institutions   in  Massachusetts 
and  Hew  Hanpshire.      The  average  number  of  drafts  written  on  HOW 
accounts  currently  ranges   from  nine   to  eleven  par  month,   an 
activity  level  closely  resembling   the  average  number  of  debits 
per  month  on  personal  checking  accounts. 

For  the  IS  months  ending  in  June  1978,   the  average  balance 
in  HON  accounts  at  coHBercial  banks   in  Massachusetts  and 
Hew  Ban^ishire   was   more    than  twice    that  at   the    thrifts   —   S2,30O 
versus  $900.      This  difference  seems   to  exist  entirely  because 
the  average  fOH  account  balances  at  commercials  with  a  mininun 
balance   requirement  are   I   to   2.5   times   the  MOH  average  balance 
at  other  commercials  offering  KOHs   free  of  charge  and  at  all 
BOM-oIfering  thrifts,   regardless  of  now  service  charge  plana. 
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Public  Law  94-222  of  February   27,    1976,   sxtended  SOH  authoricy 
Co   tha  ramaining  Kaw  England  statea  of  Connecticut,   Maine, 
Bhoda  I«land  and  Vannont.      In  many  reapacta,    the  Initial 
phase  of  NOW  account  availability  in  these  fouc   statea  has  mora 
closely   resembled  the  current  rather  than  the   first-year  HOW 
account  experience  in  Massachusetts  and  Hew  Hampshire,      For  example, 
comercial  banks   immediately  emerged  as   the  dominant  HOW  account 
fOECa  in  the   four  atatea.   accounting  foe  about  S2  percent  of 
total  balances  in  NOW*.      Moreover,   by  June   197B,    52  percent  of   the 
coimnercials  and  55  percent  of   the   thrifts   in  the   four  states  offered 
HOW  accounts,   which  Is   like   the  current  situation  in  Massachusetts 
and  Daw  Hanpahire,    rather  than  the  initial  experience.      NOH 
account  balances   totalled  $ST2  [tdllion  in   288, OOC 
marketing  strategy,   both  commercial  banks   and  thrift 
in  the  four  states  have  adopted   the  present  strategy  of  commercials 
in  Kaaaachuaetta  and  Hew  Hampshire,   both  in  service  charge  and 
interest  rate  patterns.      Nearly  80  percent  of   the   institutions   in 
the   four  states   offered  HOHa  with  a  service  charge  plan  in  June   ISTEj 
virtually  all  paid  the  maximum  5  percent  rata  of   interest.      The 
average  number  of  drafts  drawn  on  HOW  accounts   in  the   four  atatea 
was   somewhat  larger  than  the  Massachusetts  and  New  Kampahice 
experience,    indicating  more   rapid  acceptance  of  NOHs  aa  a   third- 
party  payaent   Instrument. 

Two  other  items  are  of   interest.      First,   about  80   percent  of 
the  NOH-offering  savings   banks    in   the    four   statea   have   adopted  NOW 
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:  servica  charge  plani,   rather  than  offer  free  account*, 
only   39  percent  of   the  aavings  banks   in  Maasachuaetta  and  Hew  Hai^anite 
offered  HQHs  with  a  service  charge  plan.      A  second  diitinction  i* 
tl>at  HOH  account  balances  at  conunerciala  in  Maine  and  Connecticut 
averaged  between  $3,300   and  $5,800,   while  balances  at  thrifts   in 
those  states  averaged  between  51,100   and  $2,200.      Comnercial  bank 
balances   In  Maine  and  Connecticut  were  from  SO   to  300  percent  larger 
than  balances    bC   the  Haasachuaetts-Kew  nampahice   coimnercials . 
Thrift  HOW  balances   in  the   four  new  states  also  were  generally  twice 
those  at  thrifts   in  Kassachuaetts-New  Haopahir*.      The  reasons   for 
these  disparitiea   between   the  HON  characteristics   in  Massachusetts- 
Hew  Hampshire  versus   the  four  new  states  are  uncertain. 

In  coiqiaring  the  Massachusetts -Hew  Hampshire  and  basically 
the  Haine-Connecticut  HON  experiences,    however,    the  disparate 
powers    of    the    thrifts  must  be   recognized.       State-chartered   thrifts 
in  Maine  and  Connecticut  have   individual  demand  deposit  power  in 
addition  to  NOH  account  poweri    thrifts  in  Massachusetts  and 
Hew  Han^shire  have  only  NOW  powers.     This   disparity  nay  account 
for  some  of  the  above  differences  between  the  Massachusetta- 
Hew  Hoinpshire  and  Connecticut-Maine  experiences. 

Over  all  Hew  England  institutions,   HON  account  balance* 
amounted  to  33.7  billion  in  more   than  2.2  million  accounts 
on  March   31,    1979,    for  an  average  balance  of  $1,632.      Eighty 
percent  of  all  depository  institutions  in  Hew  England   that  could 
offer  HOW  accounts  did  so.     Other  than  initially   in  Massachusetts 
and  Hew  Hai^shire,   banks   in  New  England  have  not  hesitated   to 
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off«r  SOW  account),   luggasting   that  eomnwcctal  banks  around  the 
nation  would  move  capldly   to  oflar   them  if  such  authority  is 
provided. 

MOW  ACCOPNT  AND  ATS  ;«:COUNT  DSVELOPMENTS    IM  KEW  YORK 
ATS  authority  was  provided  to  Hew  Vock's  commercial  banks   and 
savings  banks  on  November  1,    1978    (by  ragulation)   and  HON  accounts 
wars  authorized  Cor  Kew  York  on  November   la,    19TB    (by  Public 
Law   »5-fi30). 

Twenty-three  percent  of  Hew  York's   298  commercial  banks  may 
b«  offering  the  ATS  serviea,   according   to  the  results  of  a  survey 
by  the  New  York  Federal  Reserve  Bank.      Nearly   52  percent  offered 
NOW  accounta.      Balances    in   their  NOW  accounts    totallod   SI. 2   billion 
in    159,000  accounts   tor  an  average  balance  of    57,S4T  on  March   31, 
19  79.      Some  banks  offered  both  ATS  and  NOW  account  services. 

Eight  percent,    that  is,   nine  of  the   115  savings  banks   In 
New  York  offered  the  ATS  account  service,    seven  of  which  also 
offered  NOW  accounta.      Another  IS  percent  offered  only  HOM  accounts. 
Balances   In  their  NOW  accounts    totalled  S90   million   in   102,000 
accounts,    for   an   average   balance  of   $382   on  March    31,    1979. 
DISTIHCTIOHS   BETWEEN  NOW  AMD   ATS   ACCOHNTS 

Perhaps   at  this  point  it  would  be  useful   to  define  a  NOW 
account,    to  say  how  it  works   and  how  it  differs   from  an  ATS 


The  principal  differences  between  a 
treditional  demand  or  checking  a 
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ID  NOW  accounts  are  available  Co  personal  depoaitors,  sole 
proprietor 3 hips  and  charitable  public  units,  whereas  demand 
accounts  are  available  to  all  individuals  and  organlii 
(2)  NOW  accounts  are  technically  savings  deposit 
deraand  deposit  accounts,  and  therefore  (3)  interest  nay  be  paid 
on  the  balance  maintained  in  the  NOW  account,  which  is  prohibited 
by  statute  frora  being  paid  on  demand  accounts,  and  (4)  drafts 
withdrawing  funds  from  NOW  accounts  may  be  legally 
delayed  for  30  days,  which  is  not  the  case  for  checks. 

ATS  and  HOW  account  services  are  alike  in  that  both  nay  have 
the  effect  of  payment  of  interest  on  transaction  account  balances, 
both  are  available  to  basically  personal  depositors,  and  both  enable 
the  bank  to  delay  withdrawals  up  to  10  days.   The  ATS  account 
service  is  available  to  personal  depositors  and  sole  proprietorships, 
whereas  the  HOH  account  service  is  available  to  these  parties 
and  charitable  public  units.  Nevertheless,  unigue  differences  between 
then  do  exist.   These  are:  (1)  ATS  requires  the  maintenance  of 
separate  checking  and  savings  accounts  whereas  a  single  a 
(which  1«  a  savings  deposit  account  for  interest  t 
purposes)  can  be  maintained  for  the  NOW  service;  (Z)  drafts 
are  written  on  the  checking  account  to  which  funds  may  be 
automatically  transferred  from  a  savings  account,  while  drafts 
are  written  directly  on  the  NOW  account;  and  {3}  ATS  account 
services  are  only  available  from  eonnercial  banks  and  mutual 
savings  banks,  whereas  HOW  accounts  are  available  from  these 
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institutions  and  savings  and  loan  associations.  Originally, 
one  other  di£f«ranca  axisted.  The  Regulation  Q  interast  rate 
diffecentlal  existed  on  savinga  accounts  at  connarclBl  and  s 
banks  eligible  for  ATS  use,  whareas  comnercials  and  mutuals  were 
required  by  regulation  to  pay  a  uniform  Interest  on  NOW  accounts. 
The  interest  rata  differential  on  ATS  savings 
eliminated  by  Title  XVI  of  FIRICA. 

Many  banks  offer  a  laro-balance  checXing  a 
This  naans  thac  the  checking  account  always  has  a  zero  balance, 
drafts  drawn  on  fiTS  accounts  are  cleared  each  day  so  that  the 
funds  are  deducted  from  the  savings  account,  and  a  zero  checking 
account  balance  is  maintained,   tn  effect,  this  particular  MS 
account  is  a  HOW  a 


COHCLUSION 
Mr,  Chairman,  I  appreciate  this  opportunity  to  share  our 
views  with  you.   I  assure  you  that  we  want  to  work  with  this 
CocDBittee  in  achieving  an  efficient  and  equitable  solution  to 
very  difficult  issue. 
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Chairman  St  Germain.  Thank  you,  Mr.  Sprague. 
Now  we  will  hear  from  Grovemor  Partee. 

STATEHEKT   OF  HON.   CHABLES  FAKTEE,   HEUBER,   BOABD   07 
OOTERNOBS,  FEDERAL  RESERVE  SYSTEM. 

Governor  Partee.  I  am  pleased  to  appear  rtoday  on  behalf  of  the 
Federal  Reserve  Board  ito  discuss  H.R.  3864,  the  Consumer  Checking 
Account  Blquity  Act  of  1979. 1  understand  that  the  bill  was  introduced 
in  response  to  the  recent  ruling  by  the  U.S.  Court  of  Appeals  for  the 
District  of  Columbia  thait  automatic  transfers  from  savmgs  accounts, 
credit  union  share  drafts,  and  savings  and  loan  association  remote 
seirvice  units  will  not  be  authorized  oy  law  after  January  1,  1980. 
While  the  legal  demise  of  these  accounts  is  not  yet  certain,  since  the 
affected  regulatory  agencies  are  planning  to  appeal  the  decision,  the 
Board  believes  that  now  is  an  opportune  time  for  the  Congress  to 
reconsider  the  issue  to  see  whether  agreement  can  be  reached  on  a 
more  rational  system  pennitting  consumers  to  obtain  interest  on  their 
transactions  balances. 

The  Federal  Reserve  Board  for  some  time  has  supported  the  prin- 
ciple of  interest  paylments  on  transactions  balances  at  all  depository 
institutions.  Our  supix)Pt  of  tliis  principle  is  based  on  considerations 
both  of  economic  equity  and  efficiency.  Corporate  depositors  as  well 
as  some  informed  smaller  depositore  already  earn  something  approach- 
ing market  rates  of  i-etum  on  their  transactions  balances  through  the 
implicit  receipt  of  interest  in  the  form  of  banking  services  provided 
at  little  or  no  charge.  Alternatively,  sophisticated  depositors  are  able 
to  minimize  their  holdings  of  noninterest  bearing  deposits  by  plac- 
ing their  funds  in  overnight  investments  that  can  readily  be  mobil- 
ized for  ti-ansactions  purposes.  It  is  only  fair  that  smaller,  less  sophis- 
ticated depositors  have  similar  opportunities.  In  addition,  since  the 
prohibition  against  explicit  interest  payments  on  transactions  bal- 
ances luas  led  banks  to  compete  on  the  basis  of  checking  and  other 
services  at  low  or  no  cost,  deposit  ciistcftners  are  encouraged  to  make 
a  greater  use  of  such  services  than  would  be  the  case  if  they  were 
explicitly  priced. 

The  payment  of  interest  on  transactions  accounts  would  encourage 
financial  institutions  to  comjiete  for  deposirts  directly  and  to  diarge 
for  their  .services  on  the  basis  of  costs  incurred.  Most  membere  of  the 
public  would  likely  be  better  off  in  an  environment  in  which  all  depos- 
itory institutions  offered  explicit  initere^  on  transactions  balanced — 
consumers  would  have  a  more  rational  basis  for  choosing  among 
financial  services;  they  would  probably  receive  higher  effective  inter- 
est returns  on  their  funds  due  both  to  increased  competition  far  trans- 
actions balances  among  financial  institutions  and  to  increased  efficiency 
in  the  financial  sector;  and  deposit  ciiFtomers  would  have  less  need 
to  spend  time  and  money  attempting  to  minimize  their  holdings  of 
nonearning  transactions  balances. 

Tlie  Board,  however,  would  urge  a  more  gradual  and,  we  believe, 
loss  disruptive  approach  tlian  tliat  contained  in  H.R.  3864.  Given  our 
Inck  of  knowledge  about  the  transitional  problems,  it  seems  important 
that  the  removal  of  the  prohibition  should  be  accomplished  gradually. 
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by  extending  an  activity  with  which  experience  has  already  been 
gained.  I  am  referring  to  nationwide  NOW  accounts  which  could  be 
implemented  by  legislation  similar  to  the  NOW  proposal  passed  by 
the  Senate  Banking  Committee  in  1977  as  part  of  S.  2055.  Specifically, 
the  Board  favors  nationwide  NOW  accounts,  authorized  for  all  d^xei- 
tory  institutions,  but  limited  initially  to  individuals  and  nonprofit  in- 
stitutions. Such  accounts  should  be  subject  to  deposit  rate  ceilings, 
equal  among  the  institutions,  during  a  transitional  period.  And  the 
BtMird  strongly  believes  tliat  all  nationwide  NOW  accounts  must  be 
subject  to  reserve  requirements,  both  because  of  the  importance  of  the 
reserve  requirement  mechanism  for  the  efficient  conduct  of  monetary 
policy  and  in  the  interests  of  institutional  equity. 

A  major  virtue  of  this  alternative  approach  is  that  it  would  mod- 
erate the  transitional  impact  on  commercial  bank  and  thrift  institution 
earnings  that  is  likely  to  result  from  competition  for  market  shares 
wlien  a  new  interest-bearing  transaction  account  is  first  introduced. 
That  the  transitional  effect  on  earnings  can  be  significant  is  evidenced 
by  our  experience  with  NOW  accounts.  In  the  early  years  of  NOWs 
in  New  England  the  combination  of  ceiling  interest  rates  on  deposit 
balances  and  no  or  low  service  charges  for  NOW  drafts  was  much 
more  costly  to  depository  institutions  than  could  be  justified  in  the 
lone  run.  Over  time,  the  New  England  institutions  increasingly  came 
to  link  explicit  interest  on  transaction  accounts  with  explicit  charges 
for  checking  and  other  services  rendered.  Minimum  balance  require- 
ments were  developed,  and  service  charges  began  to  approximate  true 
costs.  Experience  gained  in  tlie  two  original  NOW  States  was  used  to 
advantage  in  those  States  that  later  received  NOW  account  authority. 
Thus,  we  would  expect  that  institutions  in  the  other  43  States,  when 
given  NOW  authority,  would  also  be  able  to  build  upon  this  experience 
in  designing  their  service  packages.  As  a  result,  an  effective  implemen- 
tation date  of  January  1,  1980,  probably  would  provide  institutions 
with  a  sufficient  plonnmg  horizon,  if  the  enabling  legislation  proceeds 
promptly. 

Nevertheless,  Board  staff  analysis  suggests  that,  without  a  deposit 
rate  ceiling  coordinated  by  the  agencies,  the  actual  cost  of  NOW  ac- 
count funds  to  the  institutions  might  rise  temporarily  by  several  per- 
centage points  above  the  long  nm  sustainable  rate  in  those  States  gain- 
ing NOW  powers  for  the  first  time.  Our  staff  estimates  that,  in  the 
alienee  of  such  regulation,  pretax  earnings  of  all  commercial  banks 
during  the  worst  year  of  the  transition  period  coidd  be  expected  to  be 
between  5  and  7  percent  lower  tlian  otherwise.  While  such  earnings 
reductions  would  not  pose  problems  for  the  vast  majority  of  commer- 
cial banks,  they  would  be  troublesome  for  individual  institutions  that 
have  unusual  concentrations  of  consumer  accounts  or  that  may  already 
be  experiencing  an  earnings  squeeze.  Thrifts  could  be  expected  to 
compete  vigorously  with  the  banks  for  interest -bearing  transactions 
accounts  and  such  competition  could  be  quite  costly  to  them,  since  for 
most  this  would  constitute  a  new  service  line.  The  earnings  of  thrifts 
already  are  being  squeezed  by  the  currently  high  cost  of  their  liabil- 
ities, especially  money  market  certificates,  and  by  the  limited  flexibility 
of  the  yields  they  can  earn  on  their  long  term  portfolios  of  fixed-rate 
tnort^^ies. 


,dhvGooglc 


Thus,  the  Board  is  quite  concerned  about  the  transitional  impact  of 
interest  on  transactions  accounts  and  we  believe  there  are  several 
reasons  why  our  proposal  would  have  a  much  smaller  shortrun  im- 
pact on  tlie  earnings  of  financial  intermediaries  than  would  the  pro- 
gram contained  in  H.R.  3864,  First,  the  approach  we  suggest  would 
contain  specific  and  clear  authority  for  the  coordinated  imposition  of 
a  ceiling  rate  on  transaction  balances,  to  be  followed  by  an  orderly 

S basing  out  of  that  ceiling  over  a  period  of  time.  Second,  nationwide 
"OW  accounts  for  individuals  and  nonprofit  organizations  would  be 
a  logical  extension  of  existing  programs  in  New  England  and  New 
York.  Depository  institutions  in  other  States  could  use  the  experience 
of  existing  NOW  institutions  to  avoid  jjitfalls  in  designing  and  imple- 
menting their  own  NOW  packages.  Third,  limiting  interest  payments 
to  individuals  and  nonprofit  organizations  would  reduce  the  exposure 
of  financial  institutions  to  earnings  drains  while  still  providing  intw- 
est  relief  to  those  groups  least  able  to  obtain  direct  returns  on  their 
transaction  balances  by  other  means.  Finally,  the  basic  characteristics 
of  a  NOW  account  are  consistent  with  the  powers  of  all  depository  in- 
stitutions, since  they  can  be  regarded  as  a  form  of  savings  account. 
They  thus  may  be  less  costly  to  develop  for  thrifts,  which  are  familiar 
with  the  structure  and  administration  of  savings  accounts.  Also,  State 
authorities  may  find  that  permitting  thrift  depositors  to  write  drafts 
a^inst  savings  deposits  would  be  less  difficiUt  to  implement  than  ob- 
taining demand  deposit  powers  for  State-chartered  thrift  institutions. 

Once  the  short-run  impact  of  interest  on  transactions  accounts  has 
been  absorbed  by  the  financial  system,  the  categories  of  depositors 
eligible  for  NOW's  could  be  broadened  and  the  ceiling  rate  phased 
out.  However,  the  longer-run  effects  of  major  institutional  changes 
are  always  uncertain  and  the  Board  believes  that  such  liberalization 
should  be  considered  only  after  experience  is  gained  with  a  more  cau- 
tious program — a  program  that  has  substantial  benefits  for  con- 
sumers, encourages  efficiency  and  competition  in  the  financial  sector, 
maintains  the  safety  and  soundness  of  the  financial  system,  allows  for 
revision  over  time,  and  protects  the  Federal  Reserve's  ability  to  reg- 
ulate the  money  supply. 

With  the  Board's  general  perference  for  NOW's  as  background,  I 
would  like  to  discuss  briefly  some  specific  concerns  the  Board  has 
with  H.K.  3864. 

First,  the  legislation  proposes  that  the  level  of  reserve  ratios  for 
transactions  accounts  at  covered  savings  and  loan  associations  be  set 
by  the  Federal  Home  Loan  Bank  Board  and  that  reserve  ratios  for 
covered  credit  unions  be  set  by  the  National  Credit  Union  Board.  Al- 
though these  agencies  would  be  required  to  consult  with  the  Federal 
R^r\-e  Board  in  setting  reserve  requirements,  it  is  clear  that  the  de- 
cision would  rest  solely  with  those  agencies.  However,  the  setting 
of  reserve  ratios  on  transactions  balances — that  is,  the  setting  of  re- 
serve ratios  on  money — is  an  integral  tool  of  monetary  policy.  Su(^ 
power  ought  properly  to  be  the  province  of  the  Nation's  central  bank. 

Second,  the  proposed  legislation  would  require  savings  and  loan 
members  of  the  Federal  Home  T.ioan  Bank  System  to  hold  reserves 
in  the  form  of  currency  and  coin,  or  in  deposits  at  their  respective 
Home  Loan  Bank;  the  form  and  place  of  reserves  held  by  federally- 
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chartered  credit  tinions  would  be  specified  by  the  National  Credit 
Union  Board.  Again,  to  exercise  control  over  transactions  balances, 
the  central  bank  must  have  control  over  the  total  amount  of  reserves 
supporting  these  balances.  The  reserve  accounting  could  conceivably 
be  handled  by — and  the  necessary  reserve  deposits  pa^ed  through 
from — the  primary  regulatory  agencies.  But  unless  required  reserves 
are  held  only  in  vault  cash  or  in  balances  at  Federal  Reserve 
Banks,  the  Federal  Reserve's  ability  to  control  reserve  availability 
is  compromised. 

Apart  from  the  monetary  policy  implications  of  the  treatment  of 
reserve  requirements  under  h!r.  3864,  the  bill  could  lead  to  a  worsen- 
ing of  the  competitive  imbalances  that  already  exist  among  our  var- 
ious financial  institutions  and  could  lead  to  operational  difficulties 
as  well.  For  example,  if  the  agencies  were  to  set  reserve  ratios  for 
savings  and  loan's  and  credit  unions  lower  than  those  imposed  on 
transactions  accounts  at  member  commercial  banks,  member  banks 
would  be  placed  at  a  disadvantage  to  thrifts — as  tliey  are  now  to  non- 
member  minks — in  competing  for  checking-type  funds.  Also,  unless 
thrifts'  reserve  balances  are  credited  to  their  accounts  at  the  Fed- 
eral Reserve  Banks,  such  funds  could  not  be  used  as  clearing  bal- 
ances for  purposes  of  settling  checks  passed  through  the  Federal 
Reserve  payments  system.  The  clearing  merhanism  is  a  vital  part  of 
our  monetary  system,  and  ideally  it  should  be  accessible  to  all  kinds 
of  transactions  accounts  on  equal  terms  and  conditions. 

In  addition,  the  reserve  requirement  provisions  contained  in  H.R. 
3864  seem  inequitable  and  deficient  with  respect  to  the  classes  of  deposi- 
tory institutions  that  would  be  subject  to  required  reserves  and  the 
types  of  deposit  account  that  would  be  subject  to  reserves.  According 
to  our  reading  of  the  bill,  four  classes  of  institutions — insured  non- 
member  commercial  banks,  insured  mutual  savings  banks.  State-char- 
tered credit  unions,  and  State-chartered  savings  and  loan  associations 
that  are  not  members  of  the  Federal  Home  Loan  Bank  Svstem — would 
not  be  subject  to  any  reserve  requirements  under  the  bill.  Further,  it 
would  appear  that  financial  institutions,  except  for  Federal  Reserve 
members,  would  be  required  only  to  maintain  reserves  against  demand 
deposits,  but  not  against  NOW's.  Obviously,  if  reser\es  are  not  re- 
quired to  be  maintained  against  NOW  accounts,  thrifts  would  avoid 
offering  interest-bearing  demand  deposit  accounts,  but  instead  would 
gain  a  competitive  advantage  over  member  banks  by  offering  reserve- 
free  NOWs. 

The  ambiguities  and  exclusions  in  the  treatment  of  reservas  under 
H.R.  3864  not  only  would  complicate  the  conduct  of  monetary  policy 
and  lead  to  competitive  inequities,  but  also  might  encourage  unneces- 
sary and  disruptive  switching  of  charters  hy  savings  and  loan  associa- 
tions and  credit  unions  in  order  to  avoid  reserve  requirements.  Indeed, 
as  you  know,  the  nonuniversality  of  reserve  requirements  for  banks  has 
created  substanfinl  competitive  problems  within  the  commercial  bank- 
ing industry ;  H.R.  3864  would  likely  extend  these  difficulties  to  thrift 
institutions. 

r  would  like  to  turn  now  to  a  final  point  that  I  hope  will  demon- 
strate the  complexity  of  this  area  as  well  as  underscore  the  Board's 
strong  belief  that  intere^  on  transactions  balances  should  be  coupled 
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with  a  solution  to  tlie  membership  problem.  As  I  noted  earlier,  the  pay- 
ment of  interest  on  transactions  accounts  would  exert  downward  pres- 
sure on  bank  earnings.  This  would  make  member  banks  even  more 
aware  of  the  costs  of  membership  and,  in  all  likelihood,  serve  to  accel- 
erate the  rate  of  niembei'ship  attrition.  Here,  again,  our  experience 
with  NOW  accoimts  in  New  England  is  instructive — the  introduction 
of  NOW  accounts  there  placed  particular  pressui-e  on  bank  earnings, 
and  membership  withdrawals  in  that  region  increased  sharply. 

But  even  if  all  institutions  were  required  to  hold  equal  reserves  with 
the  System  against  interest-bearing  transactions  balances,  the  mem- 
l)er8hip  problem  might  still  be  oxacerbatetl.  The  question  would  arise 
as  to  whether,  and  to  what  extent,  nomnembcrs  holding  reserves  with 
the  System  should  be  allowed  access  to  Federal  Reserve  services  such  as 
check  clearing,  wire  transfer,  and  use  of  the  discount  window.  If  non- 
menibcrs  were  given  access  to  System  services,  they  would  be  subject  to 
a  suhstajitially  lower  reserve  requirement  burden  than  members — 
because  nont  r ansa ot  ions  accounts  would  not  be  reserved— but  would 
have  access  to  valuahlo  rights  and  privileges  of  memberahip.  As  a  re- 
suit,  withdrawals  of  nieniber  banks  to  "nonniember  service"  status 
would  he  vastly  encouraged. 

Thus,  wliile  tlio  Tionrd  continues  to  endorse  the  general  principle 
of  interest  on  tran-sactiona  balances,  we  could  not  support  such  a  pro- 
gram unless  steps  are  taken  to  halt  member  bank  attrition  and 
reverse  the  declining  propoi'tion  of  deposits  subject  to  reserve  require- 
nient.s  administered  by  the  Federal  Reserve.  The  provisions  of  H.R 
:ifif4,  or  even  our  preferred  alternative  of  extending  NOW's  nation- 
wide, would  accelerate  withdrawals  by  Federal  Reserve  members  and 
would,  therefore,  undermine  the  ability  of  the  central  bank  to  conduct 
monetary  policy  effectively  and  to  continue  to  backstop  the  liquidity 
of  our  banking  system.  The  concerns  of  the  Board  now  are  even  more 
pressing  than  in  June  of  1977  when  former  Chairman  Bums  stated 
Iwf  ore  the  Senate  Banking  Committee : 

We  could  not  submit  nationwide  extension  of  XOW  acconnt  authority  If  that 
(•xtenflion  were  not  cou)>1ed  with  ai^tlon  to  lighten  the  burden  of  Federal  RcBerre 
luemliershlp.  The  risk  tn  the  Fiafetj-  and  souiHlness  of  our  banking  sfstem  ctf 
enacting  the  first  part  of  the  pnpkoge  without  the  second  would,  in  the  Board's 
Ju<1fnuent.  be  Intolerably  large. 

Thank  you,  Mr.  Chaii-man. 

Chairman  St  Gebmaix.  Governor  Partee,  you  know,  I  voted  with 
the  Fed  on  H.R.  7.  Rut,  God  bless  America,  I  hope  you  are  as  suc- 
cessful in  this  instance  as  you  were  on  H.R.  7.  In  other  words,  blotto. 
I  mean,  you  want  to  tie  tlie  Fed  membership  bill  to  this. 

How  about  the  consumers  out  there  in  this  Nation  of  ours!  You 
know  full  well  tliat  if  you  try  that  you  have  torpedoed  this  very 
effectively  with  an  atomic  bomb. 

Governor  P.\inT.E.  Mr.  Chairman,  I  don't  think  that  our  wish  is  to 
tic  it  to  this  bill,  but  our  wish  is  to  move  on  the  -same  track  with 
membership  at  the  time  we  move  on  the  NOW  accounts. 

Chairman  St  Germaix.  Your  testimony  here — let  us  not  kid  each 
other.  What  you  want  to  do  here  is  just  reach  nut.  You  mentioned  the 
fact  of  financial  institutions  with  an  unusual  number  of  consumer 
accounts  might  well  be  adversely  affected.  Is  that  correct,  according 
to  your  staff! 
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Governor  Partee,  If  there  were  no  ceiling. 

Chairman  St  Germain.  If  there  were  no  ceiling.  Well,  would  you 
ask  your  staff  to  take  a  look  at  an  institution  which  you  are  familiar 
with,  I  am  sure,  because  they  are  playing  a  part  in  H.R.  7  as  well, 
known  as  Old  Stone  in  Rhode  Island,  the  Old  Stone  Bank? 

Governor  Partee.  Certainly.  We  have  looked  extensively  at  the 
banks  in  New  Eng-land. 

Chairman  St  Germain.  Well,  Old  Stone  would  be  a  prime  example 
for  you  there,  because  they  do  indeed  have  an  unusual  number  of  con- 
sumer accounts  as  a  result  of  their  merger  of  a  mutual  into  a  commer- 
cial. And  I  think  that  if  you  were  to  study  that  one  carefully,  your 
staff,  ratlier,  it  would  be  helpful.  Because  to  the  best  of  m^  knowledge, 
Old  Stone  hasn't  had  any  problems  whatsoever  competing  in  Rhode 
Island  with  NOW  accounts  against  the  other  institutions. 

Governor  Partee.  Mr.  Chairman,  could  I  make  three  points  about 
that?  I  will  be  glad  to  have  them  take  a  look  at  Old  Stone  for  you. 

The  first  point  is  that  the  coiling  rates  do  apply  in  the  NOW 
account  experiment  in  Rhode  Island.  The  second  point  is  that  the 
system  in  Rhode  Island  followed  the  introduction  of  NOWs  in  Massa- 
chusetts and  New  Hampshire.  Also  we  found  that  with  the  additional 
States  in  New  England  which  came  along  a  couple  of  years  later,  that  it 
was  much  more  common  to  associate  payment  of  interest  on  the  NOW 
accounts  with  service  charges  for  the  use  of  the  drawing  of  checks 
and  so  forth.  The  chances  are  that  Old  Stone  has  a  service  charge 
system  that  they  use,  and  under  those  terms — that  is,  where  you  are 
limiting  it  to  individuals;  where  you  have  a  ceiling  rate;  and  where 
there  is  a  recognition  of  what  really  is  occurring  here  is  an  tmbundling 
of  the  activities  of  the  institution — why,  we  don't  feel  that  the  banks 
need  necessarily  be  adversely  affected.  It  is  in  the  atsence  of  a  ceiling 
that  we  would  be  afraid  that  the  competition  might  be  destructive. 

[Governor  Partee  subsequently  submitted  the  following  information 
for  the  record :] 
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Chairman  St  Gismaix.  It  seems  to  me  that  doesn't  the  Fed  sup- 
port— I  think  I  read  Chairman  Miller's  speech  in  New  York  just  re- 
cently— I  did  read  it. 

But  I  think  in  his  speech  where  he  accepted  the  Averill  Harriman 
Award  he  made  reference  to  the  fact  that  regulation  Q  should  eventu- 
ally be  phased  out. 

Well,  that  being  the  case,  if  we  were  to  separate  on  these  accounts  or 
interest  Iwaring  accounts,  don't  we  just  get  back  to  the  same  problem 
that  we  are  in  with  regulation  Q  ? 

Shouldn't  we  face  up  to  the  fact  of  rate  setting  by  regulators  is  in- 
deed a  protective  device  for  the  financial  institutions?  But  on  the  other 
ptde  of  the  coin,  is  denying  to  the  consumer  a  fair  return  on  their 
money  ? 

Governor  Partee.  Well,  Mr.  Chairman,  this  is  a  new  service  line, 
particularly  for  many  of  the  thrifts.  It  wonld  be  a  new  area  in  which 
competition  would  be  pinpointed. 

Our  proposal  specifically  would  be  that  there  be  a  3-year  authority 
to  have  ceilings,  perhaps  followed  by  another  3  years  of  standby.  But 
the  notion  certainly  is  not  to  make  it  a  i>eimanent  kind  of  a  protective 
mantle,  just  to  start  it  off  that  way. 

My  thought  is  that  not  only  the  ceiling  would  be  subject  to  lifting 
or  doing  away  with  altogether,  but  also  the  kinds  of  depositors  that 
could  be  covered  could  be  brought  in  gradually  over  time  to  include 
more  than  individuals,  to  include  businesses  and  corporations  and  that 
sort  of  thing,  [jerhaps  by  size  classes.  But  to  take  it  easily  and  gradu- 
ally, because  it  is.  after  all,  the  breaking  in  this  case  of  a  bar  which, 
as  yon  pointed  out.  has  existed  since  1933 — quite  a  long  while. 

Chairman  St  Gehmaix.  Mr.  Sprague.  would  you  address  that  point 
as  well. 

Mr.  Spraott..  Our  testimony  in  this  respect  was  the  same  as  the 
Fed's. 

Chairman  St  Germaix.  You  feel  we  should  set  on  interest  limit? 

Mr.  Spr.\go:.  We  have  the  ceiling  now.  If  you  look  at  how  the  NOW 
accounts  evolved,  the  marketplace  has  changed  dramatically  since  the 
original  experience  in  New  Hampshire  and  Massachusetts. 

Now.  basically,  institutions  in  all  of  the  States  offering  the  accounts 
provide  a  variety  of  marketing  devices. 

I  would  assume  that  if  we  went  to  nationwide  NOW  accounts,  we 
would  not  start  out  the  way  we  did  10  yeai-s  ago. 

The  newer  States  and  the  institutions  would  draw  on  the  experience 
and  the  mistakes  made  earlier,  and  we  would  start  from  a  base  as  of 
today. 

I  suspect  the  traumatic  time  would  l>e  very  short. 

Governor  Partee  suggests  a  3-year  period.  Perhaps  something  less 
than  that  would  be  adequ-ite. 

But  I  think  during  the  transition  i>priod  we  shoud  have  the  protec- 
tion that  the  regidators  may  or  may  not  feel  necessary  to  use. 

Chairman  St  GEHWAiy.  Mr.  Heimann? 

Mr.  Heimaxx.  Mr.  Cliairman,  I  think  there  is  something  of  a 
nuance  question  involved  here. 

We  do  have  ceilings  at  the  present  time  on  passbook  accounts,  and 
T  realize  the  purpose  of  these  hearings  is  not  to  argue  for  the  regula- 
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tion  Q  coilinf;  and  the  differentia!,  and  I  am  not  biinp^ing  it  up  to 
argue  tliein,  but  to  point  ont  a  reality. 

If  we  liad  interest  bearing  checking  accounts — which  we  favor — 
and  the  market  totally  operated  and  there  were  no  controls  whatso- 
ever, it  is  not  inconceivable  tiiat  a  nnmher  of  institutions  nouid  price 
their  interest  payment,  if  you  will,  on  Hie  checking  account  at  a  sum 
in  excess  of  tlie  passbook  savings  accounts,  tlie  sums  which  are  now 
pennissible, 

AVliich  would  be  a  way.  a  very  attractive  way  if  the  institution  was 
so  inclined,  to  pet  around  regulation  Q.  Or  to  put  it  another  way.  it 
is  offering  a  service  to  tlie  consumer  to  abrogate  tlie  basic  principles 
l)ehind  regulation  Q. 

As  you  know,  our  office  would  like  to  see  those  ceilings  pliased  out, 
so  I  am  not  arguing  for  the  continuation  of  those  ceilings. 

Xe vert liel ess.  it  seems  to  us  that  in  a  phased-in  and  phased-oiit  pro- 
gram, that  you  would  not  be  particularly  iiealthy  to  have  the  market 
operating  in  one  sector — that  is.  tlie  interest -bearing  cliecking  account 
with  controls  over  a  totally  different  service  on  concept,  the  passbook 
savings  account,  and  that  this  should  be  phased  in  over  a  period  of 
time  with  the  hopefully  achievable  goal  of  a  market  setting  of  ceil- 
ings, not  only  on  the  demand  deposits,  but  also  on  the  passbook  sav- 
ings accounts. 

Chairman  St  Gkbmain'.  However,  just  last  week  when  I  had  this 
panel  before  me.  T  asked  how  come  we  came  up  with  these  new  accounts 
for  the  savers  rather  than  just  increasing  regulation  Q— bring  it  up 
from  .'),  SVi  to  another  point  in,  say.  a  year,  to  another  one-quarter 
point? 

And  the  answer  was,  the  institutions  can't  do  it.  It  would  be  just 
too  expensive  for  them. 

Tliat  being  the  case,  how  could  institutions  condone  the  transfer 
fi-om  the  passbook  account  to  a  demand  deposit  account  of  funds,  ex- 
cessive amounts  of  funds,  and  say,  "Oh,  we  are  going  to  pay  you  6 
percent  or  Hy^  percent"  t 

I  mean,  the  institutions  just  couldn't  do  it.  When  are  we  going  to  let 
the  marketplace  take  over?  Isn't  this  one  way  to  find  out  whether  or 
not  it  would  work  ? 

^Ir.  Heimaxx.  Mr.  Chainiian,  I  basically  asree  with  vour  philoso- 
phy. I  think,  however,  tliat  when  we  testified  last  week,  we  pointed 
out  that  certain  of  the  institutions,  not  all  of  the  institutions,  were 
veiT  concerned  with  their  abilitv  to  meet  liipher  interest  payments  on 
deposits,  in  that  ca^  leaving  out  the  same  basic  principle. 

This  was  not  a  svstemic  concern.  It  did  not  apply  to  the  same  degree 
for  the  comiiieivial  banking  system  as  it  did  to  (he  thrift  industry. 

T'nder  that  si-enario.  the  one  that  vou  posited,  which  is  equitable, 
you  could  foi-csee  Hie  commercial  lianks.  which  can  affoi-d  to  pay  more, 
offering  a  higher  rate  of  i-etm-n  on  the  demand  deposit  hieher  than 
the  passl)ook  mte  permitted  at  tlie  thrift  institutions,  which  might 
exacerbate  some  flow  of  disiutermediation. 

We  have  to  recognize  that  for  whatever  reasons,  and  T  am  not  really 
trying  to  qualify  these  reasons,  that  the  dp|>ositor>-  system  has  been 
in  some  kind  of  swaddlinc  clothes  over  a  period  of  years.  It  has  been 
protected  from  competition. 
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There  are  those  of  lis  who  believe  that  the  institutions  should  gron- 
up  and  compete  in  the  marketplace.  But  ne  also  recognize  that  there 
is  a  transitional  period,  that  adjustments  are  needed. 

And  as  Governor  Partee  mentioned  a  moment  ago,  I  am  not  sure 
if  it  is  3  years  or  5  yeai-s  or  2i/^  years,  but  that  ne  must  in  some  fashion 
get  through  this  jieriod  of    time. 

Therefore,  the  concept  of  phasing  into  the  free  market,  rather  than 
merely  saying  the  free  market  should  operate  as  of  a  certain  date. 

We  think  it  is  more  prudent  to  phase  it  in. 

Chairman  St  Germaix.  As  a  practical  matter,  however,  let  us  look 
at  regulation  Q. 

Since  1966,  it  is  13  years  later.  It  was  supposedly  sort  of  for  an 
emergency  situation.  And  if  we  say  phase  in  on  this.  God  bless  Amer- 
ica, it  will  be  the  year  2000,  and  the  prevailing  economic  conditions 
at  the  time  just  won't  be  ideal  for  the  removal  of  the  ceiling. 

And  I  would  like  to  make  another  point. 

In  Rhode  Island — and  that  is  where  I  live — one  institution  decided 
a  few  years  back  that  thev  would  offer  free  checking  accounts:  everj'- 
body  else  followed  suit. 

Then  that  institution  found,  well,  gee,  it  is  costing  us  a  little  bit, 
so  we  are  going  to  ask  for  a  minimum  balance.  All  the  others  followed 
suit. 

Now,  you  would  think,  ordinarily,  that  some  of  the  others  wonld 
say.  hey,  we  won't  follow  the  big  bank.  We  won't  ask  for  a  minimum, 
and  therefore  we  will  get  a  greater  share. 

That  is  not  what  happened. 

So  I  question  this,  that  we  alwavs  get  from  the  witness  table, 
about  competition  takes  cure  of  this.  Let  us  put  them  to  the  test,  put 
their  feet  to  the  fire, 

Mr.  Heimanx.  Mr,  Chninnan.  might  I  make  a  suggestion.  Rather 
than  using  the  phrase  "phasing  in",  could  I  withdraw  thait  and  say 
"pha.singout  with  a  date  certain"  ? 

Chairman  St  Gkrmain.  My  time  ha.s  expired. 

Mr.Wvlie^ 

Mr.  Wn.iE.  Thank  you  veiy  much.  Mr.  Chairman. 

I  would  like  to  develop,  if  I  might,  a  little  collonuv  here,  Mr. 
Heimann,  with  yon  almut  the  history — and  I  am  a  little  bit  apprehen- 
sive about  history — and  what  happened  in  1033  when  we  said  that 
there  would  lift-no  more  interest  paid  on  checking  accounts. 

And  the  rl^son  was.  there  was  some  Ri>t)rehension  tliat  that  might 
have  contributed  to  the  pressures  which  I)rought  on  the  depression, 
such  as  the  so-called  hot  money. 

You  touched  on  this  a  little  while  niro  when  you  made  a  distinc- 
tion between  savings  and  deposits  which  are  designed  to  be  long  term, 
and  which  would  in  fact  benefit  a  saver,  a  true  saver. 

.\nd  the  chairman  said  something  about  denving  the  consumer 
the.  opportunity  to  make  more  for  his  money  at  a  time  when  he  ought 
to  be  making  more  for  his  money. 

.\nd  so  I  wonld  like  to  draw  a  distinction  l)etween  money  as  a 
medium  of  exchanpi?.  wliich  it  is.  when  it  is  in  a  checking  account, 
and  as  a  store  of  value,  which  it  is  when  it  is  in  a  savings  account. 

.\ren't  we  trying  here,  if  we  pass  this  bill,  aren't  we  getting  back 
into  a  situation  that  we  had  in  1033.  wliere  banks  competed  for  de- 
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mand  deposits  by  offering  higher  and  higher  rat«s  of  interest?  Wont 
transactions  accounts  become  volatile  in  the  pursuit  of  higher  int«restt 
Perhaps  we  should  have  no  interest  on  transactions  accounts  and 
have  more  competition  for  savings  accounts  where  much  higher  in- 
t«rest  rates  could  be  permitted.  This  would  let  the  consumer  have  a 
betiter  chance  of  maintaijiing  the  worth  of  his  money  as  a  store  of 
value  in  his  savings  account  but  not  in  this  transaction  or  medium 
of  exchange  account. 

If  you  would  just  give  me  the  benefit  of  your  view  on  that  whole 
scenario, 

Mr.  Heimanx.  Mr,  Wylie,  I  think  you  have  drawn  an  important 
distinction.  The  saving  account  being,  if  you  will,  a  storer  or  a  passive 
account,  whereas  the  transaction  account  is  a  more  active  account  and 
is  used  on  a  daily  or  a  weekly  on  monthly  basis  by  the  consumer. 

If  you  assumed  an  ideal  world,  and  I  know  that  is  somewhat  optimis- 
tic, but  nevertheless  assuine<l  that  the  market  would  set  rates,  then  it 
would  be  logical  to  assume  that  in  most  institutions  there  would  be 
rate  differentials  set  by  those  institutions  between  the  interest  they 
could  pay  to  a  passive  account  as  against  the  interest  plus  charges  that 
would  be  levied  against  the  actiive  account. 

Our  problem  today  is  that  we  have  the  feeling  on  the  passive  ac- 
count— I  think  that  is  part  of  the  tempoi-arv.  hopefuly  temporary, 
situation,  but  nevertheless  one  that  exists  at  this  moment  in  time, 

Jfr,  Wtlik.  I  am  inclined  to  think  that  the  ceiling  on  savings  ac- 
counts should  be  increased. 

Jlr.  Heimann.  Again,  if  we  remove  the  restrictions  on  the  savings 
account  to  let  it  be  more  market  related,  then  the  same  freedom  on  the 
transaction  account  that  you  would  find.  I  think,  in  the  normal 
marketplace,  differentations  being  made  by  the  institutions  offering 
these  services,  and  very  reasonable,  realistic  ones. 

Tliat  is  your  money  is  in  a  savings  account;  we  dont  even  send 
yoii  a  monthly  statement.  Yoii  just  come  in  with  your  passbook  and  we 
tote  it  up.  as  against  the  monthly  going  out  in  a  transaction  account, 
that  you  would  find  the  market  establishing  the  different  levels  of 
comiionsatory.  competitive  return, 

We  do  have  this  present  temporary  problem,  hopefully  temporary- 
problem,  where  on  the  one  hand  we  are  talking  about  interest  on 
demand  deposits  without  ceilinirs:  and  on  the  other  hand  the  more 
passive  account,  the  pas.sbook.  has  a  ceiling  built  into  it.  And  they 
lK)th  have  to  be  freed  up  together  for  the  system  to  work  properly. 

I  think  that  is  what  wo  are  looking,  hopefully,  that  the  Congress 
will  see  that  problem  the  same  way  as  we  do. 

Jfr.  Wylte,  Mr.  Partee.  is  this  a  concern  to  you?  Should  we  be 
somewhat  apprehensive  about  history  here  when  we  start  talking  about 
unlimited  interest  on  checking  accounts?  Is  this  what  we  are  really 
talking  about  this  morning? 

Governor  Partee,  Yes.  I  think  this  is  why  the  basic  thrust  of  our 
testimony  is  that  gra<lualism  is  called  for  here. 

It  is  not  incident allv.  Jfr.  Wylie.  so  much  the  household  accounts — 
although  I  agree  with  Mr.  Rous.'ielot  that  it  would  be  a  way  around 
interest  rate  ceilings  on  savings  deposits — -but  it  is  the  good-sized 
business  accounts  that  I  would  l>e  concerned  about. 
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You  see,  the  bill  as  proposed  here  would  apply  to  everyone;  Busi- 
nesses, corjwrations.  large  financial  institutions,  as  well  as  households. 

It  seems  to  me  that  ire  would  be  apprehensive  in  the  initial  transition 
stage,  that  there  would  be  unusually  vigorous  competition  for  business 
accounts  of  a  moderate  size — not  giant  ones,  but  several  hundred 
thousand  dollars. 

Now.  it  is  ]ust  as  easy  to  keep  your  checking  account  in  the  city 
bank  if  you  are  a  manufacturing  company  or  a  financial  corporation 
in  some  town  in  a  State  like  Mar>-land,  let  us  say,  as  it  is  to  keep  it  in 
a  country  bank.  We  would  be  concerned  about  the  possibilities  for 
unexpected  disruptive  movements  of  funds  and  unexpected  disruptive 
impacts  on  country  banks  that  would  come  from  that. 

I  think  the  way  we  would  go  about  it  is,  as  I  said,  first  have  NOW 
accounts  for  house^holds  and  nonprofits,  with  interest  rate  ceilings 
initially  applied.  And  then  over  time,  gradually  let  up  on  the  thing. 
For  example,  in  passbook  savings,  we  now  allow  business  accounts  up 
to  $150,000.  We  might  at  some  time  in  the  future  allow  NOW  accounts 
for  business  firms  up  to  a  particnlar  size  and  see  how  that  goes,  but 
gradually  move  on  to  the  problem  of  getting  into  the  free  market 
environment  because  of  our  concern  about  the  possibilities  of  disrup- 
tion that  might  occur. 

ifr.  Wtlie.  Mr.  Sprague.  would  you  draw  that  distinction? 

Mr.  Spraotje.  Well,  the  distinction  basically  would  be  between  the 
chairman's  bill  which  would  go  all  the  way  and  possibly  lead  to  the 
historical  concern  that  you  have  expressed,  and  the  witnesses'  proposal, 
which  is  a  part-way  proposal  going  to  the  household  accounts  initially 
and  reserving  judgment  on  the  commercial  accounts, 

I  think,  Mr,  Wylie.  I  would  like  to  suggest  that  the  witnesses'  pro- 
posals have  some  liind  of  a  regulatory  phase-in  which  is  directly  in  line 
with  the  chairman's  opening  statement  that  he  would  like  a  clean  bill 
with  a  minimum  of  opposition  and  cluttering. 

It  seems  to  me  that  ha\'ing  that  regulatory  phase-in  might  very  well 
eliminate  at  lot  of  concern  that  could  lead  to  a  lot  of  opposition.  And 
that  is  one  of  the  reasons  that  T  am  proposing  that, 

Mr.  Wylie.  Governor  Partee.  do  yoii  see  any  need  for  a  distinc- 
tion between  NOW  accounts  and  transaction  accounts? 

Governor  Partee.  For  a  distinction,  Mr.  Wylie  ? 

Mr,  Wylie.  Yes,  sir. 

Governor  Partee.  I  think  a  NOW  account  is  a  transaction  account. 
And  there  really  isn't  any  distinction. 

Mr.  Wtlie.  Well,  I  think  it  is,  too.  Because  even  though  there  is 
a  notice  requirement,  as  a  practical  matter  it  is  never  followed. 

But  my  question  is:  Should  we  suggest  a  notice  requirement  or 
should  the  regulatory  agency  suggest  a  notice  requirement!  Should 
there  be  a  distinction,  or  should  we  just  call  them  all  transaction  ac- 
counts and  forget  it  ? 

Governor  Partee,  You  could  not  require,  you  could  not  call  for  a 
notice  requirement  on  an  account  that  was  being  used  in  the  checking 
account  form,  because  to  do  so  would  make  the  drafts  unacceptable. 
Indeed,  any  institution  that  failed  to  honor  a  draft  that  came  through 
and  exercised  its  30-dav  richt,  which  it  has  on  passbook  savings  ac- 
counts, would  be  in  ft  calamitous  situation,  because  immediately  every- 
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one  would  stop  doin^  business  with  that  institution  and  immediately, 
I  should  think,  all  of  its  customers  wonld  attempt  to  withdraw  their 
balances. 

Mr.  Wylie.  Do  you  think  there  is  anything  sucli  as  a  psycholo^cal 
benefit  to  having  a  30-day  notification?  In  some  cases,  they  might 
think  there  is  that  requirement  or  they  oupht  to  try  to  comply  with  it. 

Governor  P.vHTEt:.  I  will  bet  if  you  took  a  survey  of  savings  account 
customers — forget  NOW  accounts  for  a  minute — just  savings  ac- 
count customers— that  not  1  in  a  1,000  would  know  that  the  institu- 
tion liad  the  right  to  hold  for  30  days  before  they  honored  the  with- 
drawal. 

Mr.  ■Wri.ii-:.  Would  yon  agree  with  that.  ilr.  Heimann? 

Mr.  Heimanx,  Yes.  sir,  I  do. 

I  would  probably  say  1  in  10.000. 

Mr.  Wtlie.  I  hai'e  a  couple  more  questions,  but  I  think  my  tune 
has  expired. 

Chairman  St  Germaix.  The  subcommittee  will  be  in  recess  for  ap- 
proximately 10  minutes  so  we  can  go  vote,  and  we  will  come  right 
back. 

[Brief  recess.] 

Chairman  St  Germaix.  The  subcommittee  will  come  to  order. 

Mr,  Cavanangh? 

Mr,  Cav.vxatt.ii.  Thank  you.  Mr.  Chairman. 

Governor  Partee.  I  have  been  trying  to  think  of  a  good  (juestion 
for  you.  But.  I  guess,  basically.  T  don't  get  fi-om  your  testimony  a 
sense  of  your  priorities  that  we  need  to  addi-ess  in  this  legislation. 
Obviously,  we  can't  solve  the  Fed's  memixTsliip  problem,  solve  the 
Twrceived  or  real  competitive  inequities  that  exist  throughout  the 
financial  iniifitutions  industry  and  expect  to  get  a  piece  of  legislation 
out  by  the  end  of  this  ses,sion. 

But  from  your  testimony  I  get  tlie  impression  that  yoii  want  us  to 
do  all  of  that.  Can  you  perhaps  scale  down  or  put  in  some  perspective 
the  priorities  with  which  the  Fed  thinks  we  should  address  the  de- 
mand deposit  interest  issue? 

Governor  Partee.  Well.  Jfr.  Cavanaugh,  T  don't  know  whether  I 
can  or  not.  T  guess  our  problem  is  that  we  really  think  it  is  a  pretty 
complicated  issue.  It  is  not  a  simple  is.sue. 

The  first  priority  that  I  have  is  an  awareness  that  any  major  ex- 
pansion in  the  transactions  account  service  that  occurs  without  con- 
necting legitimate  i-eserve  i-equirements  to  it  at  this  point  is  unlikely 
even  to  get  caught  np  acain  with  a  flecent  reserve  i-eqnireinenf  struc- 
ture. And  I  giiess  my  feeling  is  that  I  would  emphasize  the  need  to 
provide  for  proper  reserve  requirements  on  this  extension  of,  in  ef- 
fect, the  monetary  system  beyond  its  conventional  frame  and  into  ft 
broader  frame.  This  is  an  area,  incidentally,  over  which  the  Congress 
litis  total  anthoritv  I)ecau.«e  it  is  a  constitutional  prerogative  that  is 
lieing  exercised  through  the  hanking  system,  and.  in  the  prospect  here. 
through  nonbanks  to  near-banks  as  well  as  the  banking  system. 

But  even  if  this  occurred,  vou  see,  our  difficulty  is  that  we  would  see 
this  new,  somewhat  costly,  develo)mient  of  trnnsnctions  accounts  im- 
pinging even  more  on  the  question  of  membei-ship.  Xow,  membership 
IS  not  really  our  concern.  Our  concern  is  reserve  nHpiiiement  coverage; 
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and.  tliei-efore,  I  am  obliged  to  toll  vou  that  the  Board  feels  that  we 
need  to  be  running  along  in  parallel  track  on  the  membei-ship  issue. 
I  certainly  wouldn't  suggest  that  this  bill  contain  anything  on  the 
membership  issue  directly,  but  I  think  we  need  to  be  running  along  a 
parallel  track  because  our  experience  in  New  England  was  rather  re- 
markable. "We  lost  14  percent  of  our  deposit  coverage  in  the  Boston 
Federal  Reserve  district  in  the  4  years  after  NOW  accounts  came  on. 
That  was  three  times  as  fast  as  our  loss  ratio  for  the  country  «s  a 
whole,  and  it  was  moi-e  than  twice  the  decline,  the  rate  of  decline,  in 
Itoston.  in  the  Boston  region  in  the  5  years  prior  to  XOW  accounts. 
So  that  we  can  observe  from  exj>erience  that  tliis  aggravates  the  issue, 
and  so  I  am  obliged  to  fell  you  that  the  Board  feels  that  there  has  to  be 
a  movement  along  that  line  at  the  same  time. 

But  so  far  as  your  bill  is  concerned,  this  committee's  bill,  I  guess 
my  first  priority  would  be  to  see  that  you  do  put  the  reserve  require- 
ment structure  on  those  liabilities. 

Mr.  Cavanacqh.  Even  to  the  extent  that  addressing  the  reserve  re- 
quirement issue  may  imperil  the  whole  legislation?  Do  you  feel  that 
we  are  letter  off  without  legislation,  rather  than  with  legislation  that 
<loes  not  addi-ess  the  reserve  issue  ? 

Governor  Partee.  Yes,  I  think  it  is  extremely  important  to  the  way 
tho  financial  system  is  structured.  Yes. 

Mr.  Cav.\n-ai'oh.  On  your  phasein  suggestion.  I  am  not  sure  that  1 
understand  what  kind  of  a  time  frame  that  you  are  suggesting  is  nec- 
essary, or  what  kind  of  gradation  from  individual  and  nonprofits  to 
conunercials.  what  your  suggested  time  for  that  progression  is. 

Governor  P.\rtf.f„  I  don't  think  I  can  tell  you  that  at  this  point  in 
time,  because  I  think  that  what  we  will  want  to  observe  is  the  effect  on 
the  position  of  individual  institutions  of  the  introduction  o£  the  first 
phase  on  the  thrifts,  on  the  banks,  on  big  banks,  little  banks,  retail 
banks,  wholo^alo  banks.  And  I  would  say  that  we  would  probably  want 
to  run  for  a  couple  of  years  with  the  NOW  account  restricted  to  indi- 
viduals and  nonprofits.  Then,  after  a  couple  of  years.  I  think  we  might 
consider  extendmg  it  to  smaller  business  firms.  But  it  is  awfully  diffi- 
cult for  me  to  tell  you.  you  see,  until  we  can  judge  what  the  financial 
effects  have  been,  and  it  would  depend  greatly  upon  the  economic  cir- 
cumstances at  the  time. 

Mr.  Cavanalgh.  I  get  the  impression  that  you  feel  that  the  greatest 
threat  here  is  potentially  to  the  earnings  of  small  thrifts.  Is  that 
accurate  ? 

Governor  Pabtee.  I  think  that  that  is  a  limiting  factor  in  the 
introduction  of  the  accounts  because  the  thrifts  don't  have  the  service 
line  and  it  is  surprisingly  expensive  to  run  a  checking  service— it  is 
surprisine  to  someone  who  hasn't  done  it — for  the  general  public. 
I  guess  I  have  concern,  as  I  said,  like  the  chairman,  about  smaller 
banks  with  high  proportions  of  consumer  accounts,  if,  in  fact,  we  go 
in  with  a  system  that  doesn't  have  a  ceiling  apparatus  on  it,  because 
I  think  that  ihey  would  be  impacted,  particularly  if  they  are  on  the 
outskirts  of  a  big  city,  by  the  city  competition  for  the  business. 

Mr.  Cavaxauoii.  Mr.  Heimann,  I  understand  one  of  your  major  con- 
cerns is  you  feel  the  legislation  should  be  more  specific  in  reestablish- 
ing and  reasserting  ceilings  and  the  differential  explicitly  on  demand 
deposits. 
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Mr.  Heimann.  Mr.  Cavanaugh,  I  would  rather  restate  the  basic 
position,  even  though  this  is  not  a  hearing  on  regulation  Q  ceilings, 
tliat  we  feel  that  those  ceilings  should  be  phased  out  over  a  period  of 
time  and  that  the  ceilings  applying  to  demand  deposits  should  be 
phased  in  and  phased  out  in  accordance  with  the  general  phasing  in 
and  phasing  out  of  regulation  Q  ceilings. 

Mr.  Cavaxaugh.  Do  you  fee]  that  the  Congress  should  be  explicit  in 
addressing  that  phasein,  phaseout? 

Mr.  Heimaxn.  Well,  we  believe  that  the  Congress  should  be  explicit 
in  the  phasing  out  of  regulation  Q.  With  respect  to  this  legislation,  we 
agree  with  the  comments  that  have  been  made  at  the  table,  that  there 
must  be  some  ceiling  apparatus,  since  you  would  create  an  imbalance 
between  interest  on  demand  deposits  that  were  totally  free  in  the 
marketplace  vis-a-vis  savings  accounts  that  were  controlled  by 
regulation  Q. 

Mr.  Cavaxaugii.  You  find  it  sufficient  in  H.R.  3864  that  there  is  not 
that  explicit  address  to  ceilings? 

Mr.  IIeimaxx.  We  believe  the  regulatory  authorities  have  that 
power  at  the  present  time  under  this  legislation  to  create  ceilings. 

Mr.  Cavanaugh.  So  that  additional  or  more  explicit  treatment 
would  not  be  necessary? 

Mr,  Heimaxn.  That  is  our  opinion,  sir. 

Mr.  Cavaxauoh.  Thank  you,  Mr.  Chairman. 

Chairman  St  Germaix.  Mr.  T^each? 

Mr.  Leach.  Thank  you,  Mr.  Chairman.  Governor  Partee,  in  yonr 
testimony  you  indicate  concern  on  two  grounds  with  the  treatment  of 
reserve  requirements  in  the  chairman's  bill.  On  the  one  hand,  you  argue 
that  they  should  not  be  inconsistently  set  by  institutions  other  than 
the  Fed:  and  on  the  other  hand,  that  the  reserves  should  be  held  at 
the  Fed  and  not  elsewhere.  How  would  you  set  the  reserve 
requirements? 

Governor  Partee.  Well,  Mr.  Leach,  we  would  amply  reverse  the 
way  the  setting  procedure  would  occur.  That  is.  we  would  call  for  the 
Federal  Reserve  to  set  the  reserve  requirements  in  consultation  with 
the  regulatory  agency,  rather  than  vice  versa.  And  we  think  that  the 
reser\e  requirements  would  need  to  take  the  form  of  reserves  held 
by  the  Federal  Reserve  as  cash  in  tlie  vault  and  deposits  either  received 
directly  in  the  Federal  Reserve  bank  by  the  institution  or  indirectly 
perhaps  through  a  conduit  through  the  regulatory  agency's  facilities. 

Mr.  Leach.  You  have  indicateathat  the  existence  of  NOW  accounts 
in  Xew  England  has  resulted  in  a  loss  of  funds  in  the  Federal 
Reserve  System.  In  a  sense,  reserve  requirements  are  a  tax.  So  what 
we're  talkmg  about  is  tax  policy. 

Governor  Partee.  Yes. 

Mr,  Leach.  I  personally  am  persuaded  that  evervone  ought  to  abide 
by  the  same  policy  and  one  problem  with  having  different  instituticms 
set  reserve  requirements  is  that  different  institutions  therefore  are 
establishing  tax  policy. 

This  strikes  me  a,s  analogous  to  the  existing  Eurocurrency  market, 
where  there  are  no  rescn'e  requirements,  and,  in  fact,  what  the  Federal 
Resene  Board  is  doing  is  saying  that  certain  international  banks  may 
have  a  tax  advantage  over  certain  domestic  banks. 
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May  I  ask  you  how  seriously  the  Fed  today  is  considerinp  the  issue  ot 
establishing  or  reestablishing  reserve  requirements  for  the  Eurocur- 
rency market? 

Governor  Pabtee.  I  do  know  that  is  a  special  interest  of  yours,  Mr. 
Tjeach.  I  can't  really  comment  on  the  question. 

We  have  for  many,  many  years  not  had  reserve  requirements  imposed 
on  deposits  held  in  offshore  facilities;  that  is,  say,  in  London  or  in 
Germany  or  tlie  low  countries,  or  even  in  the  Grand  Caymans  or  the 
Bahamas.  We  have  ha4  from  time  to  time  reserve  renuirements  on 
funds  returned  from  those  facilities  back  to  the  U.S.  facilities.  We  hap- 
pen to  have  that  reserve  requirement  at  zero  right  now,  but  have  full 
authority  to  put  on  a  reserve  requirement  there.  ^Hiefher  or  not  such  a 
change  would  be  made  in  the  foreseeable  future,  whether  we  go  back  to 
a  positive  reserve  requirement  unless  funds  were  returned  to  the  United 
States  will  depend  upon  conditions  I  really  cannot  forecast  for  you. 

Mr.  Leach.  Mr.  Heioiann,  would  you  care  to  comment  on  whether  we 
ought  to  reestablish  reserve  requirements  for  Eurocurrency  trans- 
actions? 

Mr,  Heimann.  Well,  as  vou  know,  that  is  a  basic  concern  of  the  cen- 
tral bank  and  monetary  policy.  From  the  supervisory  pcMnt  of  view,  in 
terms  of  bank  supervision,  per  se,  it  really  makes  no  difference  from  the 
supervisory  point  of  view,  as  long  as  we  can  make  an  accurate  assess- 
ment of  the  use  of  those  funds  and  the  investments  and  the  loans. 

As  you  know,  this  is  an  area  which  has  been  given  considerable 
attention  and  concern  over  recent  days  by  supervisors  aroimd  the 
world  attempting  to  deal  with  the  issue.  I  think  we  have  come  a  long 
way  in  addressing  the  whole  concept,  but  I  don't  think  we  are  pre- 
pared as  yet  to  really  come  up  with  an  answer  that  this  would  be  the 
right  thing — "right"  thing  to  do. 

Mr,  Leach,  I  would  just  like  to  conclude,  Mr,  Chairman,  with  a 
concept  that  I  think  should  be  stressed :  That  this  reserve  requirement 
issue  is  a  tax  policy  issue,  and.  as  a  tax  policy  issue,  this  legislation 
effectively  gives  tax-making  authority  to  the  regulatory  agencies  and 
also  gives  them  the  ability  to  make  it  disproportionate  one  to  the  other. 

I  am  not  totally  convinced  it  matters  greatly  that  reserve  require- 
ments be  kept  exclusively  with  the  Fed.  That  is  secondary.  In  my  mind, 
it  is  more  important  to  be  consistent  in  applying  the  reserve  require- 
ments. It  should  \w  the  same  for  everybody. 

In  that  sense,  I  think  we  ought  to  look  very  seriously  at  the  direction 
this  legislation  is  taking.  Thank  you. 

Chairman  St  Germai>-,  Mr.  Wylie. 

Mr.  Wtlie.  Thank  you  very  much,  Mr.  Chairman,  for  your  patience. 
I  did  have  a  couple  of  more  questions  when  we  went  to  vote. 

Governor  Partee,  I  would  ask  yon  about  the  distinction  between  a 
\0W  account  and  a  transaction  account  and  whether  you  thought 
there  should  he  one.  To  your  knowledge,  has  the  rijrht  to  withhold 
payment  on  a  NOW  account  ever  been  invoked  ?  And  I  ask  that  ques- 
tion advi.sedly.  If  this  power  were  to  be  invoked,  say,  by  an  institution 
which  is  experiencing  some  temporary  liquidity  problems,  what  would 
be  the  effect  on  thepaymentsystem,in  your  judgment,  and  on  the  effect 
to  the  consumer's  perception  of  the  soundness  of  the  system? 
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Governor  Partee,  "Well,  it  would  lie.  Mr,  Wylie,  I  think,  very  similar 
to  what  happens  when  a  bank  goes  broke ;  that  is.  evei-y  bank  has  clear- 
ings against  it  in  the  daily  check-processinj;  vohnne,  and  the  day  some- 
times comes  once  in  a  while  when  a  bank  can't  meet  its  daily  clearance. 
And  when  it  does,  the  bank  is  etfectively  out  ot  business  and,  I  think, 
declared  bankrupt  in  that  case. 

Now,  in  this  case,  yon  would  bo  one  step  i-emo\ed  fi-om  that.  The 
bank  or  the  institution  would  not  be  technicaily  banknipt,  but  the 
effect  would  !«  similar  in  tenns  of  the  reputation  of  the  institution 
and  the  expownre  to  an  immediate  run  l)y  its  customers  to  get  their 
money  out.  Tbei-e  really  isn't  anv  way  to  protect  ajrainst  that  general 
pi-oblem.  If  it  occui-s  for  liquidity  it-sisons  and  if  the  institution 
liappens  to  be  a  member  of  the  Federal  Reserve  System,  it  can  obtain 
lu'ce'is  to  tlie  discount  window ;  but  if  it  doesn't,  over  time,  the  chances 
are  that  there  would  be  a  disniiititm  in  thnt  in.stitut ion's  reputation 
and  its  activities.  Whctlier  or  not  it  would  have  a  general  etfect  on 
the  public's  ])erception  of  the  banking  system.  I  suppose,  would  de- 
l>end  upon  how  common  it  became,  how  big  tlie  institution  was,  and 
what  the  general  circumstances  were. 

Mr.  Wyi.ik.  Do  von  think  it  needs  to  be  a  concern  of  ours?  Or 
should  wo  just  pass  it  on  ? 

Governor  P.mitkk.  1  don't  know  of  anv  ease  whore  an  institution 
with  NOW  accounts  has  delayed  pnymonts.  .Vnd.  as  T  say,  I  would 
put  it  with — in  the  general  realm  of  approaching  bankruptcy,  and  I 
think  the  only  concern  the  committee  should  have  would  te  tiio  one  I 
mentioned  before,  that  the  loss  of  memlxTship  means  that  access  to  the 
discount  window  is  getting  weaker  and  weaker  as  protection  for  the 
system.  .Vnd  that  is  whv  the  Federal  Reserve  was  set  up.  by  the  way, 
in  1913. 

Mr.  AVvME.  Thank  yon.  Everyone  lias  testified  here  this  morning 
that  tho  payment  of  intei-est  on  douiand  deposits  will  help  the  small 
saver  and  make  it  more  equitable  for  the  small  savor.  And  it  appears 
that  after  tho  competition  dust  settles,  that  institutions  might  move 
away  from  fieo  sorvioos  to  explicit  jiricing  of  services  to  maintain 
their  pi-ofits.  The  cliairuian  referred  to  that  a  little  while  ago. 

Xow.  is  it  jiossible  that  the  checkinjr  account  service  costs  would 
exceed  tlie  interest  jiaiil  for  tliose  small  savei's  so  that  there  wouldn't 
l>e  any  Ifenefit  ^  In  lliat  connection  I  liavo  some  appivhension  that  if 
the  saver  is  pai<l  interest  on  his  chockinir  account  or  his  demand  de- 
posit account,  tliiit  that  interest  is  taxable,  whereas  the  services  that 
the  institution  cliargos  is  not  offset  in  that  respect.  Would  you  com- 
ment on  that? 

Governor  Partkk.  Well,  that  is.  as  wo  read  it.  an  unfortunate  result 
of  the  tax  law.  That  is,  that  interest  is  flefinitely  cx|)licit  interest  and 
is  definitely  taxable.  A  household,  since  it  is  not  a  Imsiness,  can't 
deduct  its  expenses  from  its  tax  hill.  So  tberofoie  tho  serrice  charge 
would  not  bo  tax  deductible.  Perhaps  that  ought  to  l)e  i-esolved,  al- 
thou/rh  T  wouldn't  want  to  suggest  that  that  be  a  condition  for  moving 
ahead  l>peanse  I  think  if  might  get  into  many  com  plications,  including 
the  Ttauking  Comniittoe's  i-esponsilnlity  in  that  kind  of  thing. 

I  might  note  that  I  a.sked  the  staff  alwut  tliis  a  couple  of  days  ago, 
and  they  said  that  some  work  has  boon  done  with  the  Xew  England 
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NO'W  iiccoiints.  They  conclude  tliat  the  chances  me  that  it  will  be 
beneficial  fo  a  lioust^hold  account  down  to  about  the  $200  ]e\'el.  Now, 
that  assumes  tliat  tlie  account  isn't  an  exti-euiely  active  one.  If  it  is 
e\fi-eniely  active.  «iiy,  those  charges  will  amount  to  more  than  the 
intei-est.  lint  taliing  tlie  avei-afre  account,  assuming  some  economiza- 
tiiin  on  the  nf*  of  checks  because  tliey  are  being  charged  for  and 
assuming  that  the  legulation  Q  rate  ceiling  of  5  percent  is  paid  down 
to  about  ^00,  it  seems  to  be  a  plus  for  the  consumer. 

Mr,  Wyi.ik.  I  just  have  one  nioro  question  of  Mr,  Heimann. 

Some  fear  has  been  expi-essed  to  me  that  if  we  allow  these  new 
authorities  to  go  into  effect,  that  that  will  divert  money  from  the 
home  mortgage  market.  What  is  your  view  about  that  ? 

Mr.  Heimaxx.  Well,  sir,  tliis,  of  course,  lias  been  one  of  the  reasons 
for  both  ceilings  and  the  differential,  and  it  was  expressed  very 
articulatelv  before,  here  at  these  hearings  and  at  prior  hearings. 

"When  the  differential  was  first — the  ceilings  were  first  put  in 
place  and  the  differential  was  put  in  place  in  1966,  the  temporary 
activity,  in  part  to  protect  the  thrift  institutions  and  therefore  pro- 
tect the  housing  industry,  the  Congress  also  at  the  same  time  began 
a  program  of  creating  a  number  of  Government  intermediary  insti- 
tutions. FXM.V  became  a  private  rather  than  a  governmental  insti- 
tution ;  GXMA  was  created  and  expanded  tlie  activities  of  the  Federal 
Home  Txian  Bank  Board:  FHLSiC— there  is  no  i-eason  to  go  down 
the  litany  of  all  tlie  Government  agencies  or  quasi-Govemment  agen- 
cies wJiich,  I  think,  clearly  were  designed  by  the  Congress  to  inter- 
mediate into  the  resi<lential  debt  market  in  order  to  provide  another 
form  of  flow  of  funds  to  support  the  housing  market,  rect^izing 
the  pi-oblems  that  had  come  about  because  of  disintermediation  ana 
having  actually  put  in  regulation  Q  because  of  those  problems. 

The  Congress,  vei-y  wisely  I  think,  created  these  agencies.  The  end 
rejult  of  tli\r.  IS  year;  later,  has  been  enormous  government  inter- 
vention ill  the  mortgage  market.  The  last  year.  1978.  which  was  the 
year  of  2.1-million  housing  starts,  second  highest  in  history,  ap- 
proximately 33  percent  of  all  residential  mortgage  debt  was  supplied 
'Ijri'crly  or  indirectly  by  these  agencies. 

In  1974  it  was  .54.2  [>ercent,  and  perhaps  even  more  suiprising  than 
the  yearly  numbei-s  is  that  if  you  look  back  to  yearend  1967,  the  Gov- 
ernment directly  or  indirectly  was  re.s[>onsib]e  for  approximately  4 
percent  of  the  residential  debt  of  the  Nation  out.standing  at  that  time. 
By  yearend  1978  this  had  grown  to  almost  20  percent;  through  the 
intermediation  of  the  agencies. 

In  effect,  what  the  Congi-e.ss  did  is  create  a  third  financing  system 
for  the  housing  market.  Xow.  it  is  our  belief  that  this  system  has 
l>ix>ven  itself.  Clearly,  the  numbers  show  that  it  has  worked  very  effec- 
tively. Thrift  institutions  are  no  longer  the  sole  supporters  of  the  resi- 
dential mortgage  debt  market  because  these  other  public  agencies 
have  become  major  providers  of  funds.  These  agencies  have  the  flexi- 
bility to  tap  miK-li  broader  markets  than  the  thrift,  institutions  do  be- 
cause they  are  dealing  in  monev  market  instruments  rather  than  with 
depository-based  instruments.  Therefore,  the  need  for  regulation  Q 
ceilings  and  the  differential,  based  on  the  housing  market's  reliance 
on  the  thrift  industry,  is  not  so  great  as  it  once  was.  Because  of  the 
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Federal  and  federally  sponsored  credit  agencies,  we  can  now  make  the 
changes  to  the  financial  system  that  many  of  us  feel  are  correct  and 
equitable.  We  can  now  unscramble  a  system  which  has  been  burdened 
by  barriers  erected  for  what  were  one©  very  good  reasons,  because,  if 
you  will,  the  Federal  support  system  which  has  been  operating  suc- 
cessfully for  over  a  decade,  can  now  make  up  any  shortfalls  in  the  sup- 
ply of  mortgage  credit. 

Therefore,  we  take  the  position  at  the  Comptroller's  Office  that  we 
don't  think  the  housing  market  will  be  adversely  affected  by  removal 
of  deposit  rate  controls. 

If  it  were  to  be  substantially  adversely  affected,  it  is  our  contention 
that  the  intermediary  agencies  are  already  there  and  prepared  to  step 
in,  if  indeed  there  appears  to  be  a  potential  shortfall  in  mortgage 
credit. 

Mr.  Wylie.  Thank  you  very  much. 

Thank  you.  Mr.  Chairman. 

Chairman  St  Germain,  Gentlemen,  we  want  to  thank  you  for  youi 
contribution  and  patience.  And  I  am  sure  we  will  be  in  further  dialog 
with  you  as  we  proceed  on  this  matter. 

The  subcommittee  will  be  in  recess  until  10  o'clock  tomorrow 
morning, 

[Whereupon,  at  12:45  p.m.,  the  hearing  was  adjourned,  to  be  recon- 
vened on  Wetinesday,  May  16, 1979.] 
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THE  CONSUMER  CHECKING  ACCOUNT  EQUITY  ACT 
ACT  OF  1979 


WEDNESDAY,  KAY  16,  1979 

House  of  Represextatives, 
Sttbcommittee ON  Financial  Institdtions 

Supervision,  Regulation  and  Insurance, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  D.O. 
The  subcommittee  met  at  10 :15  a.m.  in  room  2128  of  the  Raybum 
House  Office  Building;  Hon.  Femand  J.  St  Germain  (chairman  of 
the  subcommittee),  presiding. 

Present:  Representatives  St  Germain,  Annunzio,  Hanley,  Cava- 
nauirh.  Minish,  Barnard,  WyHe,  Hyde,  Hansen,  and  Leach. 
Chairman  St  Germain.  The  subcommittee  will  come  to  order. 
This  morning  we  have  the  continuation  of  hearings  on  H.R.  3864, 
the  transaction  account  legislation.  Our  first  witnesses  this  morning 
are  Mr.  Robert  McKinney,  Chairman  of  the  Federal  Home  Loan  Bank 
Board,  and  Mr.  Lawrence  Connell,  Administrator  of  the  National 
Credit  Urban  Administration. 

Mr.  McKinney.  we  will  hear  from  you  first  and  put  your  entire 
statement  in  the  record  without  objection,  and  you  may  proceed  to 
summarize. 

3IATEHENT  OF  HON.  ROBERT  H.  McKIKNET,  CHAIRMAN,  FEDERAL 
HOME  LOAN  BANK  BOARD 

Mr.  McKinney.  Thank  you  \-ery  much.  Mr.  Chairman. 

I  will  just  give  a  brief  oral  summary  of  my  statement  and  my  views. 
Jfr.  Chairman,  rather  than  read  from  my  prepared  statement. 

In  summary,  I  want  to  congratulate  you  and  commend  you  for  your 
prompt  action.  Mr.  Chairman,  in  introducing  this  bill.  You  realize  the 
dilemma  we  all  face  with  the  court  action,  and  we  certainly  commend 
you  for  your  prompt  action. 

The  summary  of  our  views  on  this  is  that  we  are  wholeheartedly  in 
support  of  NOW  accounts  nationwide  for  savings  and  loans.  The  NOW 
account,  in  our  opinion,  is  not  only  a  good  idea,  but  it  is  essential  for 
the  survival  of  the  thrifts  as  we  know  them. 

As  you  know,  Mr.  Chairman,  last  fall  when  the  commercial  banks 
were  authorized  to  use  the  automatic  transfer  device,  the  Bank  Board 
took  action  to  authorize  the  pnvment  order  account.  We  have  been 
workinjT  since  that  time  with  the  Federal  Re.serve  Board  to  s^t  the 
mechanics  cleared  away.  The  mechanics  of  a  payment  order  account  are 
(1071 


,dhvGooglc 


108 

rather  difficult,  becaijse  it  is  a  noime^tiable  account.  We  are  very 
grateful  that  you  are  moving  in  this  direction  because,  while  the  pay- 
ment order  account  would  be  better  than  nothing  for  the  savings  and 
loans  to  make  them  competitive,  it  certainly  is  not  the  equiva^nt  of 
the  NOW  account 

Let  me  explain  briefly  why  I  think  the  NOW  account  is  essential 
botli  for  the  thrifts  and  for  the  consumer. 

First,  for  the  thrifts.  It  has  become  very  apparent  that  the  one- 
quarter  percent  differential,  which  has  been  gradually  brought  down 
from  the  original  three-quarter  percent,  is  no  longer  adequate  to  bring 
passbook  savings  into  a  savings  and  loan.  As  the  chart  with  my  pre- 
pared statement  shows,  the  percentage  of  passbook  savings  held  by 
savings  and  loans  has  been  dwindling  each  year,  even  though  they 
pay  a  quarter  percent  more  than  the  oanks. 

The  basic  reason  for  this,  frankly,  is  the  transaction  ability,  or  the 
ease  of  transfer  between  checking  and  savings  accounts  one  nnds  at 
commercial  banks,  and  also  because  of  their  enormous  number  of 
brandies  and  offices.  Frankly,  the  commercial  banks  in  most  areas  of 
the  country  can  outcompete  the  savings  and  loans.  So,  the  savings  and 
loans'  passbook  percentage  has  been  diminishing  as  the  banks  have 
increased  their  share,  and  the  differential  just  has  not  done  the  job. 

Also,  what  has  happened  in  market  studies,  as  we  have  seen.  In  a 
recent  market  study — a  question  and  answer  of  prospective  savers — 
indicated  that  two-thirds  of  them  were  going  to  put  their  new  savings 
accounts  in  a  commercial  bank.  When  asked  why,  they  said  because  of 
the  convenience  of  having  them  at  the  same  location  as  their  checking 
accounts.  So,  the  need  to  help  the  thrifts  become  competitive  and  stay 
competitive  and  obtain  money  for  housing  is  why  we  so  strongly 
support  the  NOW  account. 

Another  reason  for  our  support  is  that  without  the  NOW  account  or 
the  transaction  account,  there,  will  be  a  gradual  erosion  of  the  young 
saver  from  the  savings  and  loan  into  the  commercial  bank.  We  have 
seen  statistics  indicatmg  that  over  half  of  the  savers  in  the  savings 
and  loans  are  over  65.  The  average  age  of  a  saver  at  a  commercial 
bank  is  40.  The  average  age  of  a  saver  at  a  savings  and  loan  is  over  50. 

Again,  this  points  out  the  fact  that  the  young  people  of  today  want 
to  do  business  where  they  can  have  their  transaction  account.  They  are 
not  willing  to  go  to  the  savings  and  loan  for  one  piece  of  business  and 
to  the  bank  for  another.  On  $10,000  in  a  year's  time,  $25  for  example, 
is  not  enough  to  convince  the  young  saver  that  he  should  do  business 
with  the  savings  and  loan. 

As  I  have  heard  said  before,  the  historic  countryside  is  strewn  with 
the  corporate  wrecks  of  industries  which  have  failed  to  recognize  that 
the  fundamental  nature  of  their  competition  has  changed.  And  that  is, 
I  think,  the  case  here.  I  think  it  is  very  evident — as  you  know,  Mr. 
Chairman,  in  your  own  State  and  throughout  New  England — that 
acceptance  of  NOW  accounts  has  been  very  strong. 

The  payment  of  explicit  interest  on  a  checkiiig  account — the  fact 
of  knowing  what  your  charfres  are  and  what  your  return  is — ^is  im- 
portant. I  think  it  is  a  great  boon  to  the  small  saver.  We  strongly 
support  the  NOW  account  theory. 

I  do  believe  that,  in  contrast  to  your  bill,  it  would  be  well  to  limit 
this  account  to  individuals  and  nonprofit  organizations.  I  realize  that 
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this  can  be  a  controversial  point.  Thrifts,  as  you  know,  have  primarily 
done  business  with  individuals:  homeowners  and  their  families.  1 
think  it  would  be  appropriate  for  this  bill,  frankly,  to  limit  NOW 
accounts  to  individuals  and  nonprofit  organizations. 

I  think  also  that  by  tliis  bill,  you  should  continue  the  authority  for 
the  Federal  Home  Ixran  Bank  Board,  working  with  the  other  agencies, 
to  set  ceilings — on  these  accounts.  I  think  that  would  be  important.  I 
will  comment  again  on  that  later. 

One  oJiier  important  point  about  NOW  accounts,  I  would  like  to 
see  in  this  bill,  would  be  an  overdraft  authority,  Mr.  Chairman.  In 
order  to  make  a  thrift  transaction  account  really  competitive  with  one 
at  a  commercial  bank,  it  seems  to  me  that  the  thrift  must  have  over- 
draft authority.  It  has  become  extremely  common  today  to  be  able  to 
i-ely  upon  the  bank  in  case  you  draw  out  more  than  you  have,  to  have 
a  loan,  and  I  think  this  would  be  very  necessary  to  make  the  thrift 
competitive  on  the  NOW  account. 

I  commend  you  for  the  effective  date  of  your  legislation.  I  think 
thrifts  will  take  longer  than  commercial  banks  in  preparing  to  imple- 
ment this  autliority,  and  I  think  it  is  important  that  they  oe  given  a 
reasonable  length  of  time.  I  note  that  you  have  an  effective  date  of 
December  31.  That,  of  course,  also  ties  into  the  litigation,  but — even 
though  I  would  like  to  see  them  have  authority  sooner — probably  they 
do  need  a  fair  amount  of  time  to  get  the  mechanics  of  their  shops  ready 
for  this  authority. 

I  have  some  question,  as  I  said  earlier,  about  other  demand  deposit 
authority.  As  you  well  recognize,  your  bill  includes,  in  effect,  three 
types  of  demand  deposit  authority.  There  would  be  the  NOW  account, 
which  is  in  effect  a  savings  account,  with  a  30-day  notice  that  could 
be  utilized.  There  would  be  the  demand  account  which  would  be 
interest-bearing,  and  there  could  be  a  noninterest-bearing  demand 
account. 

Our  legal  people  feel  that  there  is  a  question  about  our  rate-setting 
authority  on  demand  accounts,  since  the  statute  is  written  in  such  a 
way  that  it  deals  primarily  with  savings  accounts.  So,  if  this  bill  does 
go  through  to  include  all  transaction,  demand,  and  NOW  accounts,  it 
would  be  our  suggestion  that  this  be  clarified  and  that  we  do  have  a 
clear  rate-setting  authority  as  we  do  now, 

I  would  recommend  that  we  utilize  the  same  authority  we  have  now, 
which  is  to  consult  with  the  other  Federal  regulators.  We  have  the 
authority  to  set  our  own  rates,  but  must  consiut  in  advance.  We  are 
not  bound  by  them,  but  we  must  consult. 

Concerning  the  reserve  question,  even  tboagh  I  recognize  this  bill 
is  favorable  toward  the  Federal  Home  Loan  Bank  Board  in  allowing 
us  to  set  reserve  for  savings  and  loans,  and  I  recommend  you  for  that. 
I  would  recommend  to  you  that  the  reserve  portion  not  become  part 
of  this  bill. 

I  would  like  to  see  this  bill  passed.  I  think  it  is  urgent  that  it 
become  law,  I  think  we  can  deal  effectively,  as  effectively  as  we  can 
anyway,  with  the  reserve  question  in  the  other  legislation,  which  we  are 
all  working  together  now  to  try  to  solve. 

Again,  my  recommendation  here  is  that  the  reserve  issue  not  be 
raised  in  this  bill.  I  commend  you  for  the  clean,  simple  bill  you  have 
drafted,  and  I  think  it  would  be  well  to  leave  out  the  reserve  setting 
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question  for  the  time  being,  and  get  the  transaction  account  issue 
behind  us. 

I  couldn't  complete  my  testimony  without  commenting  about  the 
Boani  question  of  NOW  account  authority,  because  I  am  sure  other 
witnesses  will  bring  it  up.  The  NOW  account  is  not  a  substitute  for  the 
differential.  I  do  not  have  a  big  hangup  on  the  differential,  but  I  think 
the  differential  is  very  important  at  this  stage  of  history. 

As  I  pointed  out  in  speeches  to  the  savings  and  loan  industry,  regula- 
tion Q  and  the  diffei'ential  were  inaugurated  at  a  different  time 
in  history — at  a  time  when  interest  rate  cycles  were  not  like  they  are 
today.  As  you  know,  (he  i-egulators  have  taken  certain  actions  they 
have  felt  necessary  to  make  the  thrifts  competitive  to  obtain  funds. 
They  must  be  able  to  have  a  source  of  their  raw  material,  which  is 
money. 

We  have  found  that  regulation  Q  is  not  the  sole  answer  to  that 
question.  They  must  have  the  power  to  obtain  those  funds.  The  NOW 
account  aiithority  would  be  very  helpful,  not  only  in  retaining  some 
of  their  savings  customers,  but  in  getting  new  funds. 

I  think  that  we  all  recognize  the  housing  demands  of  the  next  10 
years  are  going  to  be  very  great  in  this  country.  Our  demographics 
show  a  very  strong  demand  for  housing.  I  think  it  is,  thus,  very  im- 
portant that  we  have  strong  savings  and  loans  able  to  attract  funds 
for  housing  and  able  to  pay  competitive  rates  on  attracting  those 
funds. 

Therefore,  I  would  like  to  commend  you  again  for  this  proposed 
NOW  account  authority,  I  would  like  to  say  to  you  that  I  would 
like  your  support  for  nationwide  VRM  authority  for  Federal  savings 
and  loans. 

We  have  moved,  as  you  know,  to  permit  VRM's  in  California  at 
this  time.  I  think  it  is  becoming  more  and  more  apparent  that  the 
thrifts  need  nationwide  VRM  authority;  again,  with  safeguards  for 
the  consumer.  And  I  would  like  to  get  j'our  support  on  that.  I  think 
it  is  time  we  do  something  about  these  archaic  usury  laws  restricting 
interest  rates.  We  have  a  bill  moving  now  to  help  our  Federal  Home 
Loan  Mortgage  Corporation  so  it  can  get  around  some  of  the  usury 
problems,  but  I  would  ask  youi'  support  also  in  this  area  in  certain 
States  where  thrifts  are  bound  by  usury  rates  that  are  very  archaic. 
I  think  it  is  evident  that  the  thrifts  in  the  last  few  years  have  become 
a  very  ma]"or  source  of  housing  finance,  last  year  accounting  for  ap- 
proximately 60  percent  of  all  single  family  house  lending.  I  think 
turning  them  into  commercial  banks  is  not  the  answer.  I  think  we 
must  maintain  the  viability,  and  the  specialization,  of  these  institu- 
tions. But  we  must  grant  them  more  powei-s  to  keep  them  viable. 

One  of  those  powers  is  certainly  a  NOW  account.  Another  very 
important  power  would  be  the  overdraft  authority  on  the  NOW 
account.  Another  important  authority  would  l>e  the  VRM  nation- 
wide.  Another  important  authority  would  be  to  begin  to  get  them 
more  into  consumer  lending. 

Again.  T  think  they  should  Ik-  &  specialized  housing  lender.  I  don't 
think  it  is  in  iheir  best  interest  or  the  country's  l>est  interest  that  thev 
become  a  major  consumer  lender.  That  has  been  a  commercial  bank 
and  finance  company  area.  Rut  I  think  in  order  for  savings  and  loans 
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to  pay  the  savings  rate  they  need  to  pay,  we  must  begin  to  move  them 
toward  stronger  asset  powers,  because  I  think  we  are  looking  toward 
a  future  of  the  gradual  elimination  of  regulation  Q. 

I  am  very  strongly  opposed  to  the  elimination  of  regulation  Q 
or  the  differential  based  upon  any  chronological  timetal3le,  but  I 
think  it  is  important  that  the  industry  and  this  Congress  realize  that 
thrifts  must  be  able  to  compete  for  their  money  so  they  can  pay  the 
saver  a  fair  return.  And,  therefore,  we  must  start  them  down  that  road 
to  broader  asset  powers. 

I  thank  you  very  much  for  the  chance  to  testify,  Mr.  Chairman, 
and  appreciate  your  support. 

[Chairman  McKinney's  prepared  statement,  on  behalf  of  the  Fed- 
eral Home  Loan  Bank  Board,  follows :] 
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STATEMEHT  OF  ROBERT  H.  McKIHHEY, 

CHAIRMAN 

FEDERAL  HONE  LOAN  BANK  BOARD 

ON  B.R.  3864 

BEFORE  THE  SUBCOMMITTEE 

ON  FINANCIAL  INSTITOTIONS 

SUPERVISION,  REGULATION  AND  INSURANCE 

UNITED  STATES  HOUSE  OF  REPRESENTATIVES 
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Hr.   Chaltaan  and  Haabars  of  th*  Subcouittaa,   the  Bonk 
Board  la  piaasad  to  ba  baia  today  to  testify  in  aupport  of 

HOuld  painit  the  author itation  of  nstionvids 
Intoioat  beating  HON  accounts  and  deaand  dapoaita  for  savings 
and   loan  associatlona.  Alooi   the  bill  would  [acognize   iaplicitly 
th*  authoiity  of  Fedsral  StLa  to  provide  eleetionle  funds  tiansfet 
thiough  reaote  ssivice  units, 
'e  for  pioapt  consideration 


of  laglslatlo 


■  by 


iefly  our  vletia  on  this  legislation: 
y  support  nationiride  HON  account  authoiity 
thrift  institutions.      It  is  absolutely 
StLs  be  given  this  povet   to  provide  their 
ransaction  capabilltyi 
Cfective  date  of  thia  legislation  which 
19T9.      This    la  necessary  to  allow  aavlngs 
tiona  tlas  to  pcapata  to  offer   transaction 
on  a  fully  coapetitive  basis  with  coa- 


terest  payable  on  nationwide  NOW  a 

d  in  aceordanc*  with  the  eilsting  r 
■  haa  been  the  case  with  regard  to 
I  in  Hew  England  and  HOM  accounts  should  ba 
iouseholds  and  nonprofit  oiganiiationai 
ppoit  deaand  deposit  authority  for  Federal  E 
trned  about  the  sstabllahavnt  of  interest  n 
interest  beating  deaand  depoaitsi 


jbyGoogle 


Ma  full;  suppoit  Cangraaatonal  andt 

by  Fadaial  «**ociation>i 

Ne  do  not  baliave  that  tha  caseiTa 

account!  of  S(Lb  naada  to  ba  daalt 

Raaai 


dacli 


1  in  tbia  : 
:lal  Inatii 
>  of  l*9tBlatl 


lade  tl>a] 


nat  accounta  In  all  fli 
■ub)act  of  a  totally  aaparata  p: 
tvlng  conaldatatlon  on  it* 

cb  I  Hill  diacuaa  latai 
of  la9i*latlon  such  a*  H.H.    3Bfi4 
t  with  at  this  tiaa  on  Its  oi 
Natlonwlda  HON  accounts  ara  part  of  tha  bcoadar  pici 
of  axpandad  aasat  and  liability  povai 

isociattona  to  bacoaa  faally  fini 
,   ultlaataly  without  Raguli 
Ls  direction  muld  be  the  Bdditi< 
Ln  this  bill  for  Fade 


la  wow  Accounts  *  Dawa 


t  relates  to  saving 

and  loan 

■aoclatlons. 

aaaociaCions  to  off 

I  daaand  d 

posit  account 

de  HON  account*,    a* 

authotiiad 

by  tha  Bank 

Icitly  autboclie  «i 

hdcawalB  o 

tcanatata  troa 

saociations  by  aa.n 

of  -ordar 

or  author liat Ions 

covarlng  aleceronl 

funds  tea 

sfers  through  iaw> 

itlon,   tha  bill  pro 

ides  that 

very  KLIC-ln.urad 

iiad  to  receive  daa 

nd  deposit 

and   to  paialt 

ac*  of  such  daaand 

eposita  on 

negotiable ,   trao*- 

labia  check,  order. 

or  author  1 

ation. 
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RON  . 
fundi 

Tachnlcally, 

of    VltbdCBW 

would  t 


This  IB  an 


by  dlfterantlatlng  b«tm«n  thi 
Had  by  tha  bill.  Pltat.  thaia 
b-baarlng  savingi 
Ithdravn  by  aaana  of  a  nagotlabla 
■soclatloni  Bay  laqutia  30  days  ni 
9unt«,  although  In  pi 
la  a  daaan^  dapoi 
Although  the  b. 
sn  daaand  dapoaii 


ttonvld* 
iceount  EroB  vhich 
withdrawal. 
Ithdcawala 


lunt  taqulring  no  notice 
llent  aa  to 
dacal  StLs  c 


elal 


3  pay   inter* 


utad  aavlnga 
these  depoalt 


.unably  S(Lb  would  aa  well.   A  third  posalblllty  li 
Ing  demand  deposit  account.      I  will  dtecuaa 
d  then  deaand  depoalt  authority. 
BOM  Aceounta 
The  Bank  Board  haa  long  auppoited  nationwide  hoi 
leva  that  HOW  aceounta,  conalatent  with  preaant 


,   should  t 


I  to  indU 
in  If  or  ■ 


iduala 


t  Fader  I 


■oflt 


ng  ahould  b« 
Haw  England 


In  the  absence  of  preaai 
propoaed,  by  regulation,  to  i 
Payaent  Order  Aceounta  to  provldi 
aceounta  In  reaponae  to  the 
a  result  of  the  tta  decision  to  go  ahead  wll 
regulations.  The  obvious  benefit  of  a  HON  ai 
Account  la  that  It  offara  consuaeca  the  com 
Itranaferable)   account  irtilla  providing  thea 


hold  HON  aceounta. 
y  tUlta- 


-nagotlable 
ir  on  aavlnga 
■rvlce  and  as  ' 
aatlc  Cranafec 
Payne nt  Order 
negotiable 
return  for 
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a  are  aoat  dtiicsble  fiMi  the  coniuaar'a  viatipoint  sine*  i 
la  or  bee  the  gieacaat  flexibility  to  chooie  b 
hi*  oe  hat  neada. 

gfits  of  NOW  accounts 


Haw  England.  The 
acceptance  of  the  HON 


fOE 


uple, 


checkable  a> 

In  Haw  Ranpahire,  the 

about  3/4.  Theie  ate 

every  100  households. 

$800  nillion  in  Che  C. 

Offer ing  such  accounts 

appioxinately 


!t   of 


I  highly  valued  by  the  conauaeta  of 
evidence  of  that  lies  in  the  rapid 
account  by  the  consuaer.      In  Kassachusetta, 
ited   that  aoie   than   1/2   of   the   individual 
a  have  converted   to  HON  accounts, 
responding  Ciguca  is  eatinated  at 
I   these  States,    75  HON  accounts  pet 
.  New  yom,    HOH  account  volume  reached 

10  weeks.      The   figures  on    Inetitutiona 
e  also  inpcessive.     As  of  Hatch   19TB 
thrift  Institutions  in  Haw  England  offered 
aaaociationa  over   50  Billion  and  fist 
$50  nillion  offered  thea.   See  Table  I. 


e  dealt 


t  the 


Never  the leaa ,  aoae  have  argued  the  MOW  account  will  not  telult 
in  a  benefit  to  the  consuaei  becnuaa  service  chatgea  will  mote  than 
OffaeC  the  income  detlvad  from  interest  on  transaction  account  balances. 
He  do  not  agree  with  this  argument  Cor  a  nu>bar  of  reasons.  Picst, 
competition.  Insured  by  B.tt.   3SG4|  amon^  depository  Institutions 
competing  (or  these  funds  should  tend  to  hold  down  service  charges. 
Significantly,  In  Hew  England  521  oC  StLs  chaige  no  service  fees. 
In  eonttaat,  only  411  of  the  outual  savings  banliB  and  91  of  coaaetclal 


offer 


!   fret 
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Sacond,   tbi 
that  chscklng 
aie  noH  fie*. 

has  ahoppea  for 
Banks   typically 


It 


HiECh   197S, 


a  paid  S: 
$3,000  in  ••! 
which   typicaJ 

of    wlthdlAHsl 


hanafl' 
Looking 


ha  pcaaisad  od  tha  notion 
~  traditional  tisnaaetion  aecounta  — 
liaply  not  tha  cas«,  as  anyone  Hho 
*fr*a'  chacklng  account  will  knoK. 
«[vlce  chargea  on  tianaactlon  account* 
loua  totB  of  a  ehaiga  foi    Individual  cbacka 
foEB  of  [•quiring  a  ■Inimn  balance. 


T*  of  a  HON  account  la  tha  psyaent  of  eipl 

:  that  tha  record   in  Hav  England   Indici 
where  only  a  handful  of  coi 
Federal  Reserve  data   Ind. 
iial  bank*  paid  $4.4  Billion   in 
:t«d  »J]8,a00  In  ■eivlce  chargei 
have  been  pcicad  aore  conaecvai 
lion  in   Inteieat   in  Maicb  1978 
cnarges.  Savings  and  loan  asaoc. 
r  it  Intereat  froa  the  day  of  depoi 
I  paid  Sl.l  Billion  in  inteiest  in  Hatch  I97S. 
with  these  flguiaa.    In  the  aggregate,  consiuerl 


Connecticut , 
ly,  coMeicial 


n  Hev  England, 


.ndivldual  caaas,   for  exaBple  low  incoBe  housaholda, 
HOW  accounts  are  beneficial.   Faailles  lAicB  do 
coaaeicial  banks  and  which  keep  all 
■avinga  accounts  at  thrift*  Bay  enjoy  Che  convenlanc 
lechaniaa  without  losing  significant 'Intecaac  income. 


jbyGoogle 


Adg>ntaq«»  to  tli»  Thrift  Influatry  ( 
e  ■•  turn  now  to  tha  thrift  industry 
ivings  accounts  Hhlch  bi 
piesantBtlon   In  paiaon 
!■.  Ttiar*  aia  threa  polnl 
cat  have  lad  Co  ranawai 


Hackat  foi 
payaenl 
thrift  Bar 


■  Coi   I 


tift  1 


c  ahaca  of  paaa-bool 
cauaed  by  the  aupailoi   tian 

banK  paiabook  account*  and 
point  diffecantlal  Co  offsat  thi 
Tha  HON  account  piovides  thcifti 
■ora  affactivaly  in  tha  ahort-i 


Coapatltiva  atiataqiaa  foi  con 
auggeat  chat  thiifcs  will  tend 
on  NOW  account*  and  hanca  will 
frOB  co^arcial  bank*.     Our  dati 
lit  of  MOW  Bccoun Choi decs  a 
exact  al*e  of  tha  thrift  aamet  *hi 
factora  a*  Che  nuatiar  of  branch  oti 

in  the  aavlnga  narkac,  ecc.   HavertI 
In  Haw  England  have   inciaalad  thali 
of  HOW  accounCa  and  thereby  can  pii 
Tha  HOW  Bccounc  Is  an  lapoicanc  new  de' 
Futuia  Induacry  gcowth  will  likely  bacoai 
dependent   upon  such    Innovat 


HOW  Aceounta 


Id  the  naad   in  tha  thrift 
be  acce**ad  aoca  con- 
:  a  paasbooK  at  Che  celli 
t  I  would  like  to  aaka. 
icaac  in  a  tblrd-party 
:lona.     nie  declining 
.ngi  aceounta  hava  baan 
ipabllicy  of  co^aicial 
ity  of  tha  ona-quattei 
idvanCaga.    Saa  Table   II. 
an  ability  to  coapate 


banks   and    thrifts 

ir  higher  net  yields 

r  to  atcracc  cuacoaera  aHay 

ihat  In  Haw  England 

I  to   the  S(L.      Tha 

depend  alao  on  auch 

whether  or  not  Chara 

laar   chat  thr IE 
I  raault 
Lde  Bore  funds  for  housing. 
ipnent   for   Chclfcs. 
increasingly 
ling  coapectCioD 
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■nd   innovation  in 
of  daposit  rat*  ci 
of  thrift  i 
provld*  tha 


Ttia  Bank  Boatd  ball 
bailing  ot  non-lntei«lt 
laviogs  and  loan  aaaocli 
k*  foe  dapoalts.     aomvoi 
e  conttoli  aia  tntandi 
appaara  that  Che  aili 
'Die  and  the  Bank  Board 
.a  bioad  anough  to  pata: 
lit  BOB*  claat  axprai 


lal  naikata  acoda  tha  atCectli 
.linga  and  dlftarantlalB.     Futui 

lay  oall  dapand  upon  an  ability 
h  a  dlvaralty  of  flna 
DawmJ  Papoalta 


)ty  pio 


a  ptopei 


apply  to  tnti 

ihority  or  I 

•tabliah  intact 

labHant  of 


lag. 


:  daaand  dapoaiti,  aitl 
at*  alao  an  iapoitant 
thaic  cnapatitl 


'itb  < 


BtiVB    hli 


davalopaant] 


tant  futuci 


taduea  tha 


t  baadng  daaand  daposl 
1  a  cailing.   Bowavac, 


mat  ba  Bantloi 
vlcaa.  Mora  i 
ing  advantsga  of  i 


tbla  conaidaiatlon  of  ci 

and  ehaapar  aatvlcaa  can  ba  parfoiaad  by  tal 

ot  faatly  tcanaaetion  accounting.   Autoaatic  laceipt  of  •■ployaci 

paycolla  and.    In  tha  not-too-dli 

Inaucanca  payaanti.   tent,  uti: 

talaphona-otdarad  bill  paying 

•fflclancy  ot  fully  banking. 

Th«  tacent  deciaion  of  tha  0.  a.   Court  of  Appaala  for 
tba  Diattiet  of  Coluabia  daclating  that  tha  vatioua  ttanaaction 
c  prograaa  authotizad  by  tha  Fadatal   financial  cagulatory 


utOMtlC 

tagular   bli: 
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aganclea  «• 


)   ill*9al  la  particularly  troubling  t 
1  tha  future  davalopaant  ol  elaetroni 


I  by  thrllts.     Giving  tbi 


of  e 


r   RSO   cegul 


t   Coi 


alnoat  3,000  separate  BSU 
operation  for  over   5  yeat] 
$10  Billion  by  Federal  aaaoelati 
balance*   in  axcasa  o(  $2.6S 


places  Feder 


B  the  competl 
1   StLs  at  an 


While 
have  ask ad  : 
to  aake  clea 

their  depoa: 

olth  appropilsl 
beneflti 


lunta  by  naana 
I  believe  the  Courl 
>r  a  rehearing,  ve 
'  Congreas'    intent 


:lft   i 


I   InveatBenC  ot  approii 


broadaat  reading  to  LI 
:'a  ruling  apeclEicalt: 
.atlona,   soae  of  which 

ins.   Aeeountholder 

ion  own  and  use  their  debit 


e  the  Impact  of  the  court'* 
.R.   Ut*.     But  ]ust  as 
.apBCt  of   the   holding  which 
lant  coopetitive  disadvantage  to 


Invalidation 
ippllea  to 


and  c 


holding  t 


t  Fader a 


be  clearly  in  error  and 
upport  of  your  action 
savlnga  and  loan  assocla 


if  the  technology, 
,n  additional  c 


The  National  Coaaiaalon  on  Electronic  Funds  Transfers  I'HCBFT') 
established  by  Congress  to  study  the  roalficatlons  of  EFTS  davelopaent 
recognized  tha  harmful  lapact  that  would  result  If  thrift  Inatitutlona 
were  prohibited  froa  offering  thaa*  services.      It  said: 
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*.  .  .  BPT  has  ■  strong  potential, 

to  attract  conau>era  and  tbelr  dapoalts 
to  Institutions  that  offer  EPT  services. 


rinal  Report  of  HCEFT,  p. 

Congress  has  acted  by  iapleaentlng  j 

of  this  Coainisaioni  ue  urgently  seek  thJ 

coBecs  through  BFT  sei 

mserves 
provision  of  this  bli: 
That  la  the  provision 
Bank  systCD  atMbci 
that  the  1 
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t   thrift   institutions 
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■ceounta.  Me  do 

these  accounts  ne« 

against  transaction  accounts  of  all   Inst 

the  so-called   'Fed  Membership*  bill.  He 

Congress  to  achieve  a  reasonable  solution  to  thi 

Mould  net  want  to  confuse  nor  delay  the 

by  the  inclusion  of  •(trsnaous  nateclal. 
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an 

to  tbc 

fta 

or   tha  abaanca  of  tranaaetion  aceounta. 

Bomver, 

If 

■ortgag*  Inva 

»ting  and 

hold 

ng,   than  continuation  of  tha 

dtffacvntlal 

a 

ikaly 

holding   l>pll 

t> 

tbat  t 

loaa 

arvicea  trtiich  ara  aaaantial   toward 

attracting  funda 

to  th 

Ifta 

wilt  not  ba  avallabta  on  a  aaaningful 

•cala.     Irana 

act 

ion  ac 

onnt 

halp,   but  SaLa  ara  likaly  to 

hava  a  calatt 

•  1 

r  aaal 

aha 

«  of  auch  buiinaaa  unlaaa  tha 

tcanaactlon  a 

Lint  au 

hori 

ation  includea  ovardiaft  authority. 

cradlt  card  p 

an 

B,  and 

othe 
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■ould  do  Buch  to  tnauca  battat  ind  wjca  conalatant  flaws  of  MorCgaga 
fund*.     Thaaa  ara  ■iniaun  actlona  and  changaa  nacaaaarjr  on  tha  aaaat 
■Ida  of  StL  balanca  ahaaca  to  anabla  than  to  ba  fully  coBpaCltlve 
for  dapoait*  at  coapatltlva  depoalt  rata*  duclnq  all  phaaaa  of  tha 
intarsat  rata  cycla. 

StLa  will  alao  na«d  an  adaquata  paclod  of  tiM  to   iBplaaont  and 
•Etactlvaly  utlllt*  any  aucb  additional  aaaat  and  liability  eBpovaraants. 
It  la  ona  tblnq  for  an   inatitution  to  ba  able  to  offar  a  nav  aatvica,  but 
it  is  an  entlialy  dltfatant  Battel   for   It  to  ba  able  to  affectively 
utillas  any  nan  authodtlaa.     Bven  If  all  naceaaary  powers  are  granted 
to  S(Ls,   it  Hill  take  considerable  tlae  for   these  powers  to  be  fully 
utilited  by  StLa  and   to  have  a  aubstantlal    iBpact  on  their  coapatitlva 
position. 

Concluaton 
He  support  B.B.    3S64  as  a  Claely  and  appropriate 
to   tba    iBBadlate  problaB  of  tha  Court  of  Appeals  ruling    ii 
RSD  case.     But,  Bora   iBpottantlyi  we  auppoit  H.K.   3SG4  aa 
first  atap  in  tha  dltaction  of  providing  savings  and  loan 
■ith  powers  neceaaaiy  to  coapate  effaetlvaly  wltl 
for   funds  essential  to  support  hoae  Bortgaga  fini 
Hany  govecnnentsl  policy  actlona  have  been 


of  thrift 
private  fundi 


he  handicaps  suffered  by  thrift  Instlt 

housing  aarket.     Howevai ,  thoae  a 
a  not  been  able  to  offset  adequately  the  inability 
itituttons,  as  presently  organized,   to  eoapete  for 
all  phases  of  the  econoBic  cycle.   This  is  tha 


key  problea,  as  we  see  it,  and  it  requires  new  policy  directlone. 
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TABl£    2 


miOiET  SiARES  OF  SMjB  AND 
COMERCIAL  E4NXS  ~  PASSBCOC  ACOXWrS 
(1971  -  1977) 


J971 
1972 
1973 
1974 
1975 
1976 
1977 


OxiTsrcial  Eajik  Share 

SftL  Share 

M.n 

ti.2% 

SS.OI 

4S.0I 

S5.3 

44.St 

x.a 

a.a 

57. 4S 

42.SS 

SS.K 

42.(a 

5S.9S 

41.1* 
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Rates  ol  Federal  Incona  Tix  OB  Percent  of  ECononic  Inccne, 
for  Qjniiireial  Banhs.  Savings  and  loans,  >nd  Mitual  Savings 
Banks,   1955  to  1977.' 


Ujtual  ebvIjies  t»nks 


f  taxable  Inccoie  plus  bid  debt  deductlcns  In 
cess  of  actual  losses,  tax-exapt  inteiest,  dividends  i«celve  deduction*, 
d  loss  carry  overs. 


jbyGoogle 


129 

Chainnan  St  Germain.  Thank  you,  Chainnan  McKinney.  I 
hope  that  I  did  not  misinterpret  you.  At  the  conclusion  of  your  testi- 
mony, you  commented  on  additional  powers,  but  during  your  testi- 
nrony  and  in  your  prepared  statement,  you  make  a  point  that — a  posi- 
tion that  was  stated  in  a  letter  I  believe  in  April  of  last  year  on  a 
bill  similar  to  this— April  24, 1978— with  respect  to  reserves,  ^ou  would 
not — your  feeling  is  not  to  touch  the  reserve  problem  in  this  legisla- 
tion, because  of  the  obvious  controversial  nature  t 

Mr.  McKinney.  For  political  reasons,  yes,  sir. 

Chairman  St  Germain.  And  I  would  imagine  that  as  far  as  broad- 
ened powers  beyond  this  concern  consumer  lending  and  so  forth,  you 
would  leave  that  to  another  vehicle  ? 

Mr.  McKinney.  I  would — yes,  sir.  I  merely  brought  that  up  because 
at  each  chance  I  get,  I  like  to  bring  it  up. 

Chairman  St  Germain.  In  other  words,  you  are  being  a  political 
realist. 

Mr.  McKinney.  That  is  right.  I  hope  so. 

Chairman  St  Germain.  Thank  you. 

And  now  we  will  hear  from  the  Administrator  of  the  NCUA,  Mr. 
Connell,  and  we  will  put  your  entire  statement  in  the  record  as  sub- 
mitted, and  you  may  proceed. 

8TATEHEKT  OF  LAWKENCE  CONITELL,  ADHINISTBATOB, 
HATIOHAL  CREDIT  VmOV  ALMINISTBATION 

Mr.  Connell.  Thank  you.  Mr.  Chairman.  I  will  give  a  condensed 
version  of  that  statement. 

I  also  wish  to  commend  you  for  your  quick  action  in  responding  to 
the  court  decision,  and  it  recalls  my  days  some  years  ago  when  we 
worked  to  bring  NOW  accounts  to  all  of  New  England  when  a  similar 
dilemma  was  occurring  becau.se  of  action  of  State  legislatures  in 
Connecticut. 

The  April  20,  1979,  decision  of  the  U.S.  Court  of  Appeals  for  the 
Di-strict  of  Columbia  has  created  a  serious  situation  for  a  large  number 
of  credit  unions.  The  prospect  of  shutting  down  hundreds  of  thou- 
sands of  share  draft  accounts  with  their  attendant  consumer  benefits 
and  the  amassing  of  potentially  harmful  costs  to  many  credit  unions 
is  to  me  intolerable.  It  is  my  sincere  hope  that  the  members  of  the 
subcommittee  will  agree  with  my  assessment  of  the  urgency  of  this 
situation  and  respond  bv  enacting  this  legislation  as  soon  as  possible. 

I  would  like  to  take  this  opportunity  to  review  NCUA's  action  re- 
garding share  drafts  and  restate  our  position  regarding  the  appro- 
priateness of  our  efforts. 

On  October  1. 1974,  NCUA  approved  three  experimental  share  draft 
programs  on  the  basis  of  examining  a  new  and  innovative  means  for 
members  to  acces-s  their  accounts.  This  experimental  program  was 
expanded  and  as  of  February  1.  1977.  NCITA  had  approved  .585  Fed- 
eral credit  union  share  draft  programs.  We  determined  that  indeed 
it  provided  Federal  credit  union  members  with  a  contemporary  means 
of  withdrawing  funds  and  eliminated  the  delay  and  inconvenience  of 
withdrawing  funds  by  mail  or  in  person.  Additionally,  the  ability  of 
the  credit  unions  to  manage  such  a  program  had  been  demonstrated. 
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NCUA  issued  a  final  repriilation  im|)teinentin<i;  the  shnrc  draft  program 
on  Novenil>er  30,  1977.  The  grnivth  and  success  of  the  program  was 
i-emarkable  when  considering  the  dampening  effects  of  the  ABA  v. 
Tioga-  State  Rank  lawsuit  contesting  the  legality  of  sharp  drafts  which 
was  filed  on  September  7. 1976. 

After  publishing  onr  final  shai-c  draft  nile  on  November  30,  1977, 
the  programs  wore  moved  from  the  expeiimeiital  category  on  March  6, 
1978.  By  yeni-end  197R,  XOT'A  had  approved  97fi  Federal  credit  nnion 
share  draft  programs.  Of  this  nimil>er.  740  ai-e  opoiational  and  over 
792.000  Federal  credit,  union  membei-s  have  over  $720  million  in  these 
accounts.  During  the  last  quarter  of  1978,  26.5  million  share  drafts 
were  processed  totaling  almost  $1.7  billion.  Additionally,  there  are 
approximntelv  800  .State-chartered  credit  unions  operating  in  33 
States  with  a  total  of  500.000  accounts. 

So  it  is  conceivable  that  this  court  action  could  result  eventually 
in  depriving  at  least  1  million  account  holders  throughout  the  conntry 
in  Federal-  and  State-chartered  credit  unions  of  a  very  convenient 
service.  There  are  even  gicater  implications  to  this  that  we  have  a 
concern  with,  and  one  is  that  it  appears  that  this  decision  has  set  in 
motion  the  possibility  that  the  National  Civdit  T'nion  Administration 
and  the  other  financial  regulatory  agencies  must  receive  congressional 
approval  foi'  any  evolutionary  or  teclinologicnlly  advanced  procedures 
that  might  be  developed  to  imp'ement  the  expressed  and  imnlied  pow- 
ei-s  of  fin  agency  or  of  an  institution  that  were  not  siiecificallv  con- 
templated or  in  place  at  the  time  of  the  enactment  of  the  statute  or 
anv  amendment  thereto. 

The  regulation  of  financial  institutions,  particularly  Federal  credit 
nnions,  most  certainly  will  be  unduly  restricted. 

■\\niilp  we  are  examininir  every  remedy  to  this  situation,  llr.  Chair- 
man, the  lecislative  solution  prcsente<l  in  H.R.  .3864  is  the  one  I  be- 
lievp  should  ht>  most  vigorously  pursued.  It  will  e.xplicitly  establish 
couiri-cssioual  intent  for  all  financial  institutions  on  the  issues  of  third 
party  payment  powers  and  payment  of  interest  thereon  and  thereby 
prevent  the  possibility  of  a  series  of  further  court  actions. 

Tn  attempting  to  poi-tray  for  the  subcomiuittee  the  likely  effects  of 
no  conarressiona  1  action  in  res)K)nse  to  the  court's  action,  we  examined 
several  areas.  Our  as.sessment  of  the  situation  led  lis  to  the  eoueluaion 
that  if  remedial  congress  ion  a  1  action  is  not  completed  by  October  1. 
1  !)79.  the  tentative  adjournment  date  for  Congi-ess.  the  National  Credit 
T^nion  Administration  will  announce  phaseont  plans  for  all  Federal 
credit  union  shaw  draff  programs  on  that  date.  Additionally,  it  is 
very  likely  that  we  may  have  to  consider  a  phaseont  of  certain  credit 
union  EFT  programs,  such  as  PCS  or  nny-by-phone.  on  that  date. 

The  effects  on  credit  utiions  of  a  shutdown  ai-e  in  several  categories. 
The  fir.st  would  he  the  economic  impact  on  credit  union  members  who 
were  forced  to  change  from  a  share  draft  account  in  a  credit  union  to  a 
demand  deposit  nci-ount  in  a  hank.  Closing  down  the  sbai-e  draft  pro- 
n-ram  means  that  the  2.1  million  members  of  households  with  share 
draft  accounts  will  Iw  foiTcil  to  use  a  system  which  is  considerably 
more  expensive. 

Not  only  will  these  consumers  be  f<irced  to  use  a  less  efficient  method, 
thev  will  in  addition  suffer  the  loss  of  an  estimated  $21  million  in 
dividends. 
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Your  proposal,  Mr.  Chairman,  would  give  all  financial  institutions 
including  credit  unions  the  explicit  power  to  offer  demand  deposits. 
Further,  the  institutions  would  either  be  given  the  explicit  power  to 
pay  interest  on  these  accounts  or  the  prohibition  to  pay  interest  on 
a^inst  paying  such  interest,  would  be  removed.  Reserves  against  credit 
union  demand  de)>osits  would  be  set  by  tlie  NCUA  board  after  con- 
sultation with  the  Federal  Reserve.  This  approach  to  the  establishment 
of  reserves  on  demand  deposits  is  a  good  one.  It  addresses  the  concerns 
of  the  Federal  Reserve  regarding  transaction  accounts  and  monetary 
policy  while  enabling  the  regulators  to  consider  the  different  types  of 
financial  institutions  offering  such  account.  Additionally,  I  would  at 
this  point  endorse  the  placing  of  a  considerable  portion  of  credit  union 
reserves  in  the  central  liquidity  facility.  From  our  perspective,  this 
proposal  is  the  l>est  concept  for  addressing  the  reserve  jiroblem  to  date. 

Mr.  Chairman,  NCUA  supports  this  legislation,  and  I  feel  that  it 
would  solve  the  dilemmas  facing  credit  unions  caused  by  the  recent 
court  decision.  Further,  it  will  allow  credit  unions  to  freely  decide  on 
offering  this  type  of  account  without  having  to  consider  the  possibility 
of  future  litigation. 

I  believe  that  the  9-vear  New  England  experience  with  NOW  ac- 
counts, the  5-year  credit  union  shai'e  draft  record,  and  the  EFT  prac- 
tices of  all  financial  institutions  have  conclusively  demonstrated  that 
the  consumer  has  benefited  from  deregulation,  innovation,  and  an  in- 
crease in  competition.  The  National  Credit  Union  Administration 
strongly  endorses  the  favorable  reporting  of  this  bill  by  the  subcom- 
mittee at  the  earliest  time. 

This  concludes  my  statement.  I  will  be  glad  to  answer  any  question 
the  subcommittee  might  have. 

[Administrator  Connell's  prepared  .'Statement,  on  behalf  of  the  Na- 
tional Credit  Union  Administration,  follows :] 
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COtMITTEE  ON  EANKINC,    FINANCE  AND  UKBAH  AFFAIRS 
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Hr.  CbainsD,  Beabara  of  cha  SubcoBittaa.  It  !■  a  plaasura  to 
appaar  hara  today  to  praaant  tha  coBBaota  of  the  Natloaal  Credit  Uoion 
AdaiotatratlOD  on  H.K.  3S6«,  a  bill  to  rewive  the  pTohtbttlon  on  tba 
parvcnt  of  Intareat  on  deaand  depoalta  and  Co  allow  fadarally  inaurad 
savlngi  and  loan  aaaociatloaa  and  credit  unlona  to  receive  dcaand 
depoaita ■ 

The  April  20,  1979,  dcciaion  of  tiM  U.S.  Court  of  Appeala  for  the 
District  of  Coltaibia  haa  created  a  acvere  altuatlon  for  a  large  nu«b«r 
of  cradit  uniona<  Tba  proapact  of  abutting  down  bundreda  of  thouaanda 
of  abate  draft  accouoti  with  tbair  attendant  conaiaer  beneflta  and  tha 
aaasaing  of  poteotlall;  haraful  coata  to  aan;  credit  unlona  la  Co  aa 
Intolerable.  It  ia  ay  lincere  hope  that  the  aeabera  of  the 
Subcoaalttee  will  agree  with  ay  aiaeaaaent  of  the  urgency  of  this 
•ituatlon  and  reapond  by  enacting  thla  legialatton  «•  aoon  aa 

NCUA  Actiona  on  Share  Draf ta 

I  would  like  to  take  thla  opportunity  to  review  NCUA'a  action 
regarding  ahare  drafta  and  le-atate  our  poaitlon  regarding  tbc 
•pproprlateneaa  of  out  efforta. 

On  October  1,  1974,  thla  agency  approved  three  experiaental  ahare 
draft  prograa*  on  the  baala  of  exaalnlng  a  new  and  Innovativa  aeana 
for  nedibera  to  acceia  their  accounta.  Tbia  experiaental  progran  waa 
upended  and  aa  of  February  1,  1977,  NCUA  had  approved  585  Federal 
credit  union  share  draft  prograaa.  He  deteralned  that  Indeed  it 
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provided  cradlt  union  oenber*  uleh  a  coDCeaporary  naana  of  withdrawing 
fundi  and  *ll>liut«d  tha  delay  and  InconveDlence  of  withdrawing  funda 
by  Bail  or  In  pcraon.     Additionally,    tha  ability  of  the  credit  unlona 
to  aanage  such  a  prograa  had  been  deaon at rated.   Durlog  tha  pilot 
prograo  thla  agency  carefully  ■onltored  the  performance  of  Che  taat 
group  to  dettralne  whether  probXen*  alghe  develop  concerning  the 
operational  capacity  of  Federal  credit  unlona  to  proccM  ahara  drafta 
or  their  ability  to  aonltor  overdrafta.     Ha  auch  pattern  of  problaaa 
waa  encountered  and  therafora  NCUA  laaued  a  final  regulation 
iBpleBeotiag  the  ahare  draft  prograa  on  Noveober  30,    1977.     That 
regulation  and  our  inpleaentlng  internal  proccdurea  were  deaigned  to 
continue  a  careful  overalght  of  ahare  draft  aetlvitiea  including  a 
requlreaent  for  liquidity  reaervea  with  leapect  to  ahara  draft 
accounta.     At  all  atagee  during  the  ahare  draft  prograa,   NCUA 
publlahed  Inatruction*  which  eatabllahed  guideline*  for  both  the 
approval  and   the  opaiatlon  of  (hare  draft   prograa*.     Theae  ar«,   of 
coutae,   available  for  the  racord  upon  raqueat.  The  growth  and  succeaa 
of   the  prograa  waa  reaarkable  when  considering  the  danpenlng  effecta 
of   the  A2A/Tiaga  State   Bank  lawsuit  contesting  th*  legality  of  shara 
drafts  which  was  filed  on  Septaaber  7,    1976. 

Providing  lapetua   to  the  conalderatloa  of  a  withdrawal  aachaniia 
for  credit  unlona  was  the  advent  of  the  Federal  Governaent's  direct 
deposit  of  recurring  payaenti  prograa.     In  1972,   Congreaa  enacted 
Public  Law  92-366  to  pernlt   tha  directing  of  Fsdcral  recurring 
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payManta  to  financial  InaclCutloaa,  Includtnt  credit  union*, 
daaignatad  b;  Individual  pajwant  racipiaata  (or  cradle  to  the 
indlvidual'a  paiaonal  account.     Upon  anactaant,   tha  Dapart>aat  of 
Traaaury  and  the  Social  Security  Adainlatratton  coBaeocad 
iBplBBentation  of  tha  direct  depoalt  prograa.     The  purpoaa  of  the 
progran  ia  to  laprove  aervlce  and  provide  greater  aecurlty  and 
coQveDlaDca  to  govcrnaant  bane f Ida r lea.  Hot  only  are  there  aany 
credit  union  aaabera  receiving  retiieaent  pajMenta  but  In  addition 
tbara  are  alaoac  900  credit  uniona  with  over  $9  billion  In  axata 
trtiich  (arve  civilian  and  ailitary  occupational  groupa. 

It  KB*  Boon  recognlaed  that  there  waa  an  Inherent  weakoea*  In  the 
credit  union  ayatea:      the  lack  of  ■  convenient  and  practical  aechanlia 
for  withdrawal  of  fundi.     In  order  to  participate  in  the  direct 
depoalC  prograa.    I.e.,    to  be  designated  by  a  payaent 
beneficiary /credit  union  aeaber,   credit  uniona  had  to  provide  a  aathod 
whereby  the  recipient  could  effectively,   conveniently,   end  preetlcally 
aake  uae  of  the  fuoda  depoaiced.     Ulthdrawal  by  aaana  of  paraonal 
appearance,   telephone  or  anil  would  not  aeet  the  needa  of  e  credit 
union  aeaber. 

In  addition  to  ita  reaponaibilitte*  to  credit  uniona  and  credit 
union  aeabers,    the  National  Credit  Union  Adaintatratlon,   aa  a  Federal 
agency,    haa  a  responalbility  to  aaaiat  in  the   iapleaentatlon  of  a 
prograa  which  benefits  not  only  the  public,   but  also  the  effectlvene** 
of  Governaent  operations.     Authorliatlon  of  ahare  draft   prograas  is 
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conslatenc  with  the  reapoDalbllltl«B  of  this  AdnlDistiatlon  andi  ■■  w€ 
have  detecalntd,   conalitcnt  with  the  powcra  eoatatned  tn  tbe  F«d«ial 
Cradlt  UnioD  Act  and  available  undsr  co^on  law. 

After  publUhlog  our  final  (bare  draft  rule  m  Noveaber  30,    1977, 
the  prograBB  Here  aoved  fros  the  •uperlnental  category  oa  March  6, 
1978.     By  year-end   1978,   HCUA  had  approved  976  Fedecal  credit  union 
■hare  draft  prograaa.     Of   thl*  amber,    JAO  are  operational  and  over 
792.000  Federal  credit  union  OHbcr*  have  over  $720  bIIIIod  In  thaaa 
•ccounte.     During  the  last  quarter  of  '78,   26.5  allllon  ahare  dralta 
were  pioceaaed  totalling  elnoat  91.7  billion.     Additionally  there  arc 
approxlaately  800  atate  chartered  credit  unlMl*  operating  Id  33  atataa 
with  a  total  of  500,000  accounta. 

Legal  Baal*  for  Share  Drafta 

The  aajoc  laaue  involved  in  the  promlgat 
regulation  waa  whether  Federal  credit  unlona  < 
■eabera  to  Bake  wlthdrawala  of  fundi  froa  a  ah 
a  negotiable  or  nonnegotlable  draft.  While  th 
progCM  la  aluaya  at  laaue,  it  waa  a  aajor  iaa 
Che  potential  tor  litigation. 

At  the  tlae  the  propoaed  rule  waa  publlah 
t  the  deteralnatloD,   which  we  believe  conti 


De  ahare  draft 
can  legally  penit  their 


!  legality  of  any  new 


AdBlnlatrattoQ 
Inuea  to  be  valid,   that 


e  dtaftt 


>   legal  for  Federal  credit   unions.     The  following 


:  IncontlBtent  with  t 
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purpoacB  of  Pedaral  cradlt  unions.    Including  the  express  statucoT<r 
purposes  of  proBOtini  thrift  and  creating  a  aoutce  of  credit; 

(2)  In  the  absence  of  an  expreae  prohibition,  the  co^on  Ian 
■uthorliea  any  seaber  of  ■  credit  union  to  draw  a  draft  on  his  share 
account  ulth  the  credit  union; 

(3)  Netthet  the  Federal  Credit  Union  Act,    the  legislative 
history  of  Che  Federal  Credit  Union  Act,  nor  the  leglalative  hlacor; 
of  Federal  statutes  governing  other  financial  Inatltutlons  deaonstrata 
an  Intention  on  the  part  of  Congresa  to  prohibit  the  use  by  Federal 
credit  unions  of  either  share  drafts  or  sUllar  Bsthoda  of  withdrawal: 

(&)  The  use  of  share  drafts,   «•  •  sethod  of  withdrawal,    la 
laplledly  authorised  under  the  Federal  Credit  Union  Act  as  an  exerciae 
of  the  expreas  pouers  to  receive  withdrawable  sharee  and  nake 
contract* i 

(5)  The  operation  of  a  share  draft  prograa  Is  a  proper 
exercise  of   incidental  powers  under  the  Federal  Credit   Union  Act;  and 

(6)  Balancing  the  relevant  policy  considerations  and 
considering  the  Congression«l  aandate  Chst  the  National  Credit  Union 
Adalnlatratlon  be  responsive  Co  the  needs  of  Federal  credit  unlona, 
aablgultles.    If  any,   aust   be  resolved   In  favor  of  upholding  a  share 
draft  progrsB. 

In  addition  to  Che  opetecionsl  difficulties  the  Court  decision  Mill 
have  on  share  drafce  and  relsced  progcaBs,  the  poeslblllcy  exists  for  even 
greater  end  potentlslly  nore  serious  adverse   Inpllcaclons.      Ic  uould  appear 
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Union  AdBlnlat ration  and   tha  othci;  financial  Fadaral  ragulatory 
aganclel  auat   receive  Congreaalonal  approval  for  •volutlonary  tn 
technologically  advanced  procedures  developed  to  tapleBent  expnaa  and 
Inplled  powera  but  Hhich  wr*  not  apeciflcally  canteaplated  or  In 
place  at  the  tlae  of  enacCmant  of  the  atatute  or  any  aaendBant 
thereto.     The   regulation  of  financial  Inatltutlons,   particularly 
Federal  credit   unions,  aoat  certainly  will  be  unduly  raatrlcted. 
There  la  oo  quaatlon  that  the  efficient  and  proper  adalnletrstlon  of 
Federal  credit   unlona   hIII   be  underalned.      In  aaay   Inatancei, 
regulatory  authorliatlona  Hill  be  tied  to  atandarda  and  procedurea 
that  are  obaolete.     In  out  vlev,    Chla  confllcca  ulth  nell  eatabllabed 


principle*  of   law  and,    In-ao-far  a«  tha  Hi 
Adalnla.tratton  la  concerned,    tta  congreae: 
reaponBiblllCy   "to  be  aore  responali 
and   to  provide  Bore  flexlbile  and  li 
91-318).     HCUA  haa  carefully  exercli 
fashion  using  expetloental  ptograaa 
due  consideration  to  the  fuadaaental  purpoae  of 
provisions  of   the  Federal  Credit  Union  M 
be  no  doubt  that  the  Court's  apparent  coi 
Credit  Union  AdmlnlsCratton's  stBtuCory  i 
unneceaaary  burdens  not  heretofore  encoui 
Uhlle  we  are  exaaining  every  renedy 
Chairman,    the  leglslstlve  solutl 
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believe  ahould  b«  aatt  vlgocaualy  pursued.     It  will  explicitly 
•■tsbilah  Con8r«««la<i«l  loteat  for  all  ftnaitclal  luatltutlMi*  on  the 
iaauea  of  third  party  pajpaeiit  powera  and  payaenc  of  intercat   (or 
divldenda)   tbaraon  and  thereby  prevant  the  poatibillty  of  a  aarlca  of 
further  court  actlona. 

tapact  on  Credit  Uniona 
of 
Shutdown  on  Share  Draft  Progra* 
The  Court,   in  Ita  daciaion,    co^MOtad  ••  folloua  ragarding  the 
potential  affecta  of  ita  Tultng: 

'He  recogniia  that  aootaoua  iiiT««t*«nt«  hava  been  Made  by 
variouB  financial  Inatltutton*  In  the  inatallation  of  new 
technologlcii  that  aathoda  of  financial  oparation  in  the 
oatlon  have  rapidly  grown  to  rely  on  auch  of  this,   and  that 
dlaiuption  of   the  offered  Bervlces  would  naccaaarlly  have  a 
deleterloua  inpacc  on  the  financial  coanuolty  as  a  whole.    In 
the  abaence  □(   Che  certainty  that  new  procedurea  are 
authorized  lor   tb*  foreaeaable  future,  which  certainly  only 

In  atteapting  to  portray  for  the  Subco^lttea  Che  likely  effecta 
of  no  Congreaaional  action  in  raaponaa  Co  Cha  Courc'a  ectlon,   we 
exaolned  aaveiTBl  areas.     Out  saiesBBent  of  the  aituation  lad  us  to  the 
conclusion  that   if   laaedlal  Congreaaional  accion  la  not  coapleted  by 
October  1,    1979,    the  tancatlve  adjoumaenc  date,    the  National  Credit 
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DDlan  AdalnlitrBtton  alll  anoauace  ph«ae-out  plan*  for  all  redacal 
ciedlc  unloD  shar*  draft  prograaa  od  that  data.     Addltlonallr.    it  ii 
very  likely  that  we  say  have  to  consldaT  a  phaac-out  of  certain  credit 
union  EFT  progra>i,   euch  as  P08  or  Pay  by  Phone,   on  that  data. 

The  effecta  on  credit  unlona  of  a  ahutdotni  arc  in  aevetal 
categories.     The  first  would  be  the  ecoDoalc  iapact  on  credit  union 
■eabers  who  were  forced  to  change  froa  a  abare  draft  account  In  a 
credit   union  to  ■  deaand  deposit  account  in  a  bank. 

A  survey  leat  year  by  l.C.U.   Service  Corporation,   ■  business 
which  provides  share  draft  clearing  ssrvlcss  to  over  1100  crsdlt 
unions  (both  Federal  and  stats)  indicates  that  the  coat  par  shars 
draft  WBS  spproxlwately  $.17  in  1977.     The  eoec  of  the  dsaend  deposit 
operation  in  cc^Mtdel  banks.    Judging  froa  the  Federel  Reserve's   1977 
Puactlonal  Cost  Analysts  result*,  appear  to  have  been  $.34  psr  check. 
While  there  say  be  aoae  iapreclaion  in  the  cost  coaparison,   the 
Magnitude  of  the  difference  clearly  shows  that  ahsre  drafts  are  the 
lower  cost  aethod  of  handling  household  third  party  tranaactloasi 
Cloalng  down  the  abare  draft  progrea  aeans  that  the  2.1  allllon 
aenbeta  of  houaeholda  with  share  draft  account*  will  be  forced  to  use 
a  aystea  which,   es  can  be  aeen.    Is  conaidersbly  aore  expensive. 

Not  only  will  theac  coDsiBsrs  be  forced  to  use  a  less  efficient 
Mthod,   they  will   In  addition  suffer   the  loss  of  an  estlaated  $21 
allllon  tn  dividends. 

The  second  effect  would  be  the  adverse  iapect  on  the  incoaes  of 
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cr*dtC  union**     In  anklyrlng  tha  proapectlva  advsTia  sffacta,  HCUA  !■ 
contacting  ccedlc  unioaa  with  ahara  draft  prograna  Co  Inqulra  about 
thalT  dapandanca  on  abaca  draft  cavaoua  and  Banbatshlp  gains.     Though 
out  contacta  hava  baan  limited  to  date,   quite  a  ntaber  of  theaa  credit 
unions  appear  to  be  significantly  dependant  oo  reTenuee  froa  chare 
draft  prograaa.     One  of  our  concern*  1*  the  safety  and  eoundneae 
effect  of  the  loe*  of  incase  fcoa  the  ehutdcwn  of  these  progress. 

Horeover,   it  sppeecs  that  share  draft  programs  are  beconing  an 
laportant  reeson  for  consiMSCs  to  choose  credit  unions.     In  addition 
to  the  incoae  loss  sffecte,   we  sre  concerned  Chat  •ubacenciel  au«b«c* 
of  persons  nay  sctually  tenioste  their  aanbecship.     While  credit 
union  Benbership  1*  not  e  concara  or  a  respoasibiltty  of  ours  as  s 
rsguletor,   e  sudden  drop  In  Beabership  Hill  be  eccoapanied  by  a  audden 
outflow  of  funds.     This  Istter  effect  is  ■  concarn  and  responsibility 
of  this  agency. 

The  third  effect  Is  Che  scCusl  outflow  of  fund*.     Though  we  can 
noc  St  this  tine  say  preciaely  how  nuch  noney  uould  flou  out  of  credit 
unione  eCarcing  Mi  1  October,    It  will  probably  not  be  leee  than  $SO0 
■illioD.     In  the  unlikely  event  Chat  all  neabcc*  with  the**  account* 
withdrew  not  only  their  shsre  draft  balancee  but  eleo  their  other 
ebetc  Bccounta.    the  outflou  could  be  es  high  ss  $2.1  billion.     He  feel 
thst  e  resllstic  estlaste  would  range  between  SSOO  end  $800  BtUion. 
Such  an  outflow  at  the  very  least  would   result  in  a  coaparatlve 
decrease  In  «v«il«billty  of  funds  for  consuaer  losns  snd  could  cause 
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Federal  credit  uDions  to  tiave  liquidity  probleaa  of  en  aBorBcme 
■agnitude.     I  would  point  out  that  tbeae  flgurea  do  not  iacluda  Bay  of 
the  effecta  Hhlch  say  take  piece  with  reapect  to  atate  chartered 
credit  unloiWi 

Mr.  ChelEBan,   lAen  we  Cake  iota  conaideratiaa  the  proapectlvi 
reeoucee*  of  the  Ceotrel  Liquidity  Facility,   the  true  nature  of  tbla 
aituation  is  revealed.     Though  the  Budget  and  Appropriattooe  proceeeea 
will  not  give  ua  the  exact  cepacit;  of  the  CLF  until  thla  Septeaber. 
we  have  the  following  IntorBecloni     the  Senete  did  not  Include  the 
$500  alllion  draw  on  Treasury  In  ice  verelon  of  the  let  Concurrent 
Budget  Kaiolutlon;    the  Approprletlons  Subco^itteea  appear  to  he 
following  the  President's  Budget   regarding  CLF  borrowing  authority 
which  Is  $300  Blllioa;   bortawtngs  in  excess  of  these  will  require 
•uppleasntel  approprlatloos;    the  credit  union  stock  subscription  la 
estlaated  at  $100  alllion.     Therefore,    the  CLF  could  have  a  total 
capacity  during  FT  BO  of  between  $400  alllion  add  $900  alllion. 

I  think  It  Bust  be  apparent  why  we  have  concern  that   Che  CLP 
could  not  be  relied  upon  to  eupport  entirely  an  outflow  of  the  aasiaua 
outlined  In  our  potential  estlaate. 

U.K.    3B64 

Tour  proposal,   Mr.   Chalraan,  would  give  ell   financial 
InetitutlODS  Including  credit  unions  the  explicit  poHer  to  offer 
deaand  deposits.     Further,    the  Institutions  would  either  be  given  the 
explicit  power  to  pay  interest   (dividends)  on  these  accounts  or  the 
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prohlbltloD  agalDBt  pacing  luch  latatatt  uould  be  raaovad.     RcaaTvea 
■galDit  credit  union  desand  dapoalt*  Mould  b«  aat  b;  th«  NCUA  B««rd 
after  conaultacioD  with  tha  FadeTal  Beaerve,   Tbi*  approach  to  the 
••tabllahaent  of  reaervei  on  desand  dcpoalta  ii  a  good  one.     It 
addreaaea  tha  concerna  of  the  Federal  Keaerve  regarding  tranaacClon 
account*  and  aonetary  policy  Hhil«  enabling  tbe  regulatoca  to  cooaider 
the  different  type*  of  financial  Instltutlona  offering  auch  account*> 
Additionally,    I  would  at  this  point  andorae  the  placing  of  a 
conalderable  portion  of  credit  union  reaervei  in  tha  Central  Liquidity 
F«clllty>     Fro>  ou;  perapective,   thia  propooal  1*  the  best  concept  for 
addreaalng  tha  reserve  problea  to  date. 

Mr.  Chalraan,  MCUA  aupporta  this  laglalatlon  and  I  feel   that  It 
would  eolve  tbe  dlleanai   facing  credit  uniona  cauaed  by  the  recent 
court  deciaion.     Further,    It  will  allow  credit  unilona  to  freely  decide 
on  offering  thia  type  of  account  without  having  to  consider  the 
poasibllity  of  future  litigation. 

I  b«lteve  that  the  nine  year  New  England  experience  with  HOW 
accounts,    the  five  year  credit  union  share  draft  record  and  the  EFT 
practices  of  all   financial  Inatlcutlons  have  conclusively  deaonstrated 
that  the  coneuoer  haa  benefitted  froa  deregulation.    Innovation  and  an 
increase  In  coapetitlon.     The  National  Credit  Union  Adainlatratioo 
strongly  endorses  the   favorable  reporting  of  this  bill  by  the 
Subco^ittee  at  the  earliest   tine. 

This  concludes  ay  statement.      I  will  be  glad  to  answer  any 
questions  tbe  SubcoDBlttee  night  have. 
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Cliairman  St  Germain.  Tliank  yon,  Mr.  Connell. 

Roflecfing  on  yesterday's  testimony — not  all  of  it  but  a  good  part  of 
it — and  having  gone  tlirough  botii  of  your  statements  tlioroughly  last 
evening:,  do  I  reach  a  proper  conchision — and  I  would  address  this  to 
both  of  yon — in  concluding,  going  through  yonr  te.stimony,  that  in 
yonr  opinion  the  American  people,  the  consumers  who  have  had  an 
opportunity  to  utilize  these  accounts,  have  given  them  these  accounts, 
to  wit :  interest-paying  demand  deposit  accounts — no  matter  which 
way  you  want  to  classifv  them^tlieir  stamp  of  approval?  In  other 
words,  if  they  were  rated  like  a  restaurant  or  a  hotel,  they  would  get 
five  stars.  Do  either  of  you  disagree  with  that — that  the  American 
people  do  indeed  want  these  accounts? 

Mr.  McKiNNET.  I  would  fully  agree. 

Xfr.  CoNNELL.  Without  question,  Mr.  Chairman. 

Mr.  McKiNNET.  And  an  interesting  addition  to  that  is  that  it  seems 
like  many  banks  and  thrifts,  which  at  first  had  great  fear  of  them,  are 
now  beginning  to  realize  also  they  are  not  so  bad. 

Chairman  St  Germain.  I  hope  the  people  in  the  trade  af^sociations 
arc  listening,  because  as  you  know  imfortunately  the  customers  arent 
ns  well  organized  as  the  trade  associations.  But  hopefully  my  col- 
leagues would  agree  with  you  and  me  that  the  people  have  indeed 
spoken  bv  the  manner  in  wliich  they  have  utilized  these  accounts. 

I  would  ask  you  genUemen  if  you  are  familiar  with  yesterday's  testi- 
mony by  Governor  Partee,  who  represented  the  Federal  Reserve 
Board.  He  was  very  adamant  in  his  insistence  upon  a  resolution  of  the 
resen-e  question  in  this  bill.  He  insisted  upon  full  authority  in  the 
Federal  Reserve  Board,  after  consultation  with  NCT'A  and  the  Fed- 
eral Home  Tx>an  Bank  Board,  with  the  placement  of  deposits  for  tin* 
reserves  at  the  Fed.  It  seems  to  nie  there  was  a  complete  lack  of  tnifi* 
implicit  in  his  reni"''''stli''t  T  fi"d  disturbing. 

As  you  know,  H.R.  3864  provi<les  otherwise,  since  I  find  no  intel- 
lectual basis  for  impinging  upon  the  independence  of  vour  respective 
agencies.  If  the  agencies  can  coordinate  on  such  sensitive  matters  as 
nitesetting  through  the  coordinating  committee,  what  reason  is  there 
for  departing  from  this  coonemtive  concent  and  adopting  the  position 
advocated  by  the  Fed.  to  wit :  We  want  to  handle  the  whole  ball  of  wax 
'ere.  I  would  ask  both  of  von  to  comment  on  that. 

Mr.  McKiNNET.  The  pliilosophical  issue  of  Federal  reserves  gets 
I'l'xed  up  in  there  somewhere,  and  Mr.  Conncll  and  I  have  both  had  a 
c'^iince  to  testify  a  few  times  on  the  question.  And  when  you  get  into 
f'r  (luestion  of  whether  or  not  the  Fed  really  uses  sterile  reserves  or 
w!'pther  they  really  use  interest  rates  through  the  Fed  funds  route, 
*!cn  you  become  rather  theoretical. 

T  think  both  Mr.  Connell  and  I  ai-e  interested  in  peeing  the  Fed  settle 
its  membership  problem.  The  Fed  does  have  a  serious  problem,  and  we 
would  like  to  be  helpful  on  that  issue.  It  has  become  very  difficult  to 
be  helpful,  because  it  ha.^  Ixrome  a  very,  very  hot  political  issue.  I  ap- 
precinte  personally,  and  the  Bank  Board  appreciates,  the  position  of 
this  bill  in  giving  the  Bank  Board  the  authority  vou  would  give  us, 

T  would  like  to  sound  a  little  statesmanlike  and  say  that,  if  through 
other  methods  we  can  help  solve  the  menil)ei-ship  problem  of  the  Fed, 
we  intend  to  1«  coo]>erntive.  We  would  like  to  see  that  not  in  here, 
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though,  because  I  really  think  that  this  bill  will  get  bo^^;ed  down  over 
the  membership  question,  and  we  will  end  up  not  having  what  I  con- 
sider to  be  a  very  important  piece  of  legislation. 

Chairman  St  Germain.  I  could  not  agree  with  you  more. 
Mr.  Connell  ? 

Mr.  Connell.  Putting  the  strategic  aspects  of  the  reserve  issue  aside 
and  looking  at  it  more  in  the  insulated — from  the  political  aspects  of 
getting  a  bill  passed,  I  think  this  approach  is  very  good,  because  it 
i-ecognizes  the  particular  interest  of  a  home  financing  and  a  consumer 
financing  specialized  institution  and  the  regulatory  agencies  that 
supervise  them,  and  at  the  same  time  provides  for  the  coordination 
necessary  for  proper  monetary  policy  exercise. 

I  think  we  have  been  working  well  together.  I  haven't,  in  my  20  years 
in  this  type  of  activity,  seen  the  Federal  regulatory  agencies  working 
as  closely  together  as  we  have  in  the  last  2  years.  And  I  think  there  is 
great  potential  for  a  well -coordinated  policy  addressing  both  mone- 
tary policy  is.sues  and  their  impacts  on  special  sectors  of  the  economy. 

So  I  think  this  bill  does  provide  what  is  generally  wanted  in  tlie 
area  of  monetary  policy  control. 

Chairman  St  Germain.  One  last  question. 

Chairman  McKinney,  when  you  refer  to  overdraft  authority,  this 
would  essentially  mean  that  the  customer  could  borrow — in  other 
words,  take  out  a  personal  loan — at  the  savings  and  loan. 

Mr.  McKiNNET.  That's  right. 

Chairman  St  Germain.  "Which  would  be  an  expanded  power. 

Mr.  McKiNNET.  That  is  right.  It  would  be  an  expanded  saving  and 
loan  power. 

Chairman  St  Germain.  Now.  in  keeping  with  your  philosophy  that 
I  felt  came  through  to  me  reading  the  statement,  we  don't  want  to  get 
bogged  down  with  issues  that  can  be  addressed  another  time.  How 
adamant  would  you  be  about  that,  becau.se  I  liave  a  fear  that  once  you 
get  into  that,  yon  have  really  opened  the  floodgates? 

Mr.  MrKiNNEY.  Well.  I  think  the  NOW  account  iwwer  is  very  im- 
portant, and  of  course,  I  would  accept  it  without  the  overdraft  if  it 
was  necessary.  Wo  could  write  it  in  one  sentence  for  you  very  quickly, 
however,  if  you  would  be  willing  to  put  it  in  and  get  it  passed. 

Chairman  St  Germain.  Mr.  Hanley? 

Mr.  Hanley.  Thank  you.  Mr.  Chairman. 

I  want  to  commend  you.  Chairman  McKinney.  and  you.  Administra- 
tor Connell,  for  your  excellent  testimony  this  morning.  Certainly 
through  it.  you  provide  great  encouragement  to  the  chairman  and 
others  on  this  subcommittee  who  are  supportive  of  this  legislation. 
And  somewhat  anxious  to  see  it  enacted  into  law. 

I  personally  am  delighted  with  the  emphasis  you  have  placed  on  its 
being  a  clean  bill,  and  I  lielieve  that  this  is  of  great  importance  when 
we  take  it  to  the  floor— that  it  is  essentially  the  same  bill  that  we  are 
dealing  with  here  this  morning.  Otherwise,  we  can  develop  all  sorts 
of  problems  which  could  have  the  effect  of  it  going  up  the  flue,  and  we 
don't  want  that  to  happen. 

So.  my  appreciation  for  vour  splendid  testimony  and  your  effort 
here  this  morning  has  contributed  greatly  to  our  deliberations.  Thank 
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Thank  you.  Mr.  Chairman, 

Chairman  St  Germain.  Mr.  Leach  ? 

Jlr.  LKAt:n.  I  would  like,  Mr.  JIcKimiey  and  Mr,  Connell,  to  com- 
ment about  whether  or  not  yon  would  object  if  from  your  perspective, 
Mr,  Connoll — the  f^avinj^  and  loan  indnstry — or  you,  Jlr.  JMcKinney, 
if  the  credit  unions — would  establish  different  i-eserve  requirements 
thanyourown  institutions. 

I'"or  example,  it  strikes  nic  with  regard  to  the  reserve  requirement 
issue,  as  I  mentioned  yesterday,  that  reserve  requirements  are  in  effect 
a  tax,  and  that  one  of  the  problems  with  any  legislation  which  gives 
to  separate  institutions  the  right  to  set  reserve  requirements  is  one  of 
you  might  set  it  at  one  level  and  ono  at  another.  Is  that  not  a  problem! 

So  first,  Mr,  McKinney,  would  you  object  if  the  credit  union  move- 
ment set  a  lower  i-eserve  requiiement  than  the  savings  and  loan 
industrj'  ? 

Mr,  McKinney,  There  may  be  times  when  tliat  would  be  the  right 
thing  to  do.  I  ha^e  enough  confidence  in  our  ability  to  work  together 
us  financial  regulators  that  that  question  really  would  not  bother  me 
that  much. 

Mr.  Lkacm.  Do  yon  have  any  experience  in  i-eserve  requirements! 
Do  you  think  that  your  organizations 

3Ir.  McKiNNKY.  Wc  do  that  right  now  in  a  different  way.  We  set 
liquidity  requirements  which  is  in  effect  the  same  thing.  So  we  have 
great  experience  in  that.  That  is  one  of  the  advantages  of  tliis  bill — 
that  it  preser^'es  that  integrity  for  housing. 

As  I  also  said,  I  want  to  be  a  little  statesmanlike  and  tr>'  to  help  t^e 
Fed  in  their  problems  and,  therefore,  would  be  willing  to  discuss 
some  other  changes, 

lint,  no,  I  think  we  have  the  ability  to  do  that.  And  I  think  we  could 
do  it  in  conjimction  with  Mr,  Connell. 

Mr.  Leach.  Would  you  take  the  same  jxisition,  Mr,  Connell  ? 

Mr,  CoNNKix.  Yes,  I  would,  and  in  fact,  it  wouldn't  bother  me,  for 
instance,  if  Chairman  McKinney  in  his  del ilwrat ions  with  his  Board 
determined  that  it  was  time  to  lower  the  liquidity  i-equirements  for 
savings  and  loans  to  spur  housing  finance  and  I  happen  to  have  a 
different  concern  because  of  n  peculiar  circumstance  in  the  credit 
union  movement  and  kept  the  reserves  higher. 

I  think  this  is  the  type  of  thing  that  we  could  coordinate  and  coor- 
dinate well,  and  achieve  what  I  wouhl  call  satisfactory  benefits  for 
the  various  sectors  of  our  community,  I  think  one  of  the  problems  we 
have  now  in  the  gcnei'al  reser\'e  sotting  area  is  that  they  become — they 
often  don't  i-ecognize  that  special  need  of  the  special  intermediary, 
and  r  think  that  this  offei-s  us  a  unique  opportunity  to  address  boOi 
monetai-y  policy  and  the  special  financing  needs  of  different  parts  of 
onr  economy. 

Mr.  TjEAcn.  I  have  a  question  for  Mr,  McKinney,  Mr,  Connell  has 
testified  that  if  there  is  a  reseire  requirement,  the  fimds  held  in  re- 
serve should  lie  controlled  within  the  central  liquidity  facility.  Do  you 
have  a  point  of  view  on  where  reserves  should  flow  ? 

Mr.  McKiNNET.  Of  course,  thev  could  l>e  host  used  in  onr  bank  sys- 
tem to  help  housinjr.  That  gets  back  to  the  questions  about  trying  to 
help  in  the  monetary  policy  question  and  the  very  philosophical  ques- 
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tion  of  whether  they  need  to  be  sterile.  Of  course,  if  tliey  are  in  our  eys- 
tem,  they  ai-e  not  sterile.  Paroc'hiai ly,  apain,  we  would  pi-efer  to  have 
them  in  our  system,  but  I  can  see  times  when  we  would  want  to  coop- 
erate  with  the  Fed  and  place  them  in  the  Fed  and  have  them  sterile. 
So  again.  I  piiess.  havinc  that  flexible  power  and  having  a  great  deal 
of  confidence  in  our  ability  to  work  with  the  Governors  o£  the  Fed  and 
with  Mr.  Coiinell  and  others,  I  would  not  see  much  problem. 

Mr,  LEACti.  One  of  the  problems  is  that  everyone  has  their  own 
vested  intei-est,  and  I  am  not  hoie  to  argue  the  Fed's  case.  However, 
decisionmaking  becomes  very  difficult  when  one  says  one  has  authority 
in  consultation  with  someone  else — what  does  that  mean?  Is  the  con- 
sultation meaningful  or  meaningless? 

And  it  is  terribly  difficult  if  you  posit  the  responsibility  for  mone- 
tary policy  in  one  place,  only  tc  have  the  decisions  made  elsewhere. 

As  you  point  out,  although  reserve  requirements  aren't  necessarily 
the  most  important  part,  they  are  a  facet  of  monetary  policy.  I  have 
serious  concerns  that  all  the  pressures  will  be  for  low  reserve  require- 
ments and  that  you  and  Mr.  Connell  will  be  placed  in  a  ver>-  difficult 
position  personally.  All  the  institutions  you  represent  would  argue  to 
lower  reserve  requirements.  And  if  you  take  the  position  of  having 
them  higher,  you're  going  to  face  a  good  deal  of  criticism. 

I  dont  know  if  that  is  placing  you  in  a  fair  or  an  unfair  position. 
Certainly,  the  Fed  is  in  a  similar  position,  bnt  I  would  like  to  have 
you  comment  on  this  issue  as  it  affects  your  future  authority. 

Do  you  think  you  could  assume  an  unpopular  position  of  raising 
reserve  requirements  against  the  strong  opposition  of  the  financial 
community  you  regulate  ? 

Mr.  CoNSBij..  No  problem  at  all.  Mr.  Jjcach.  in  standing  up  for  the 
general  public  interest.  I  think  we  have  an  obligation  as  regulators  in 
this  area  of  financial  lepulntion  to  address  the  broad  monetary  policy 
issues,  and  actually  this  gives  us,  for  the  first  time,  a  real  tool  to  do  if. 
And  if  we  can't  stand  up  to  the  pressure  of  the  private  interests,  then 
we  shouldn't  be  appointed. 

Mr.  McKixNEY.  I  would  agree,  Mr.  Leach.  As  a  matter  of  fact,  in 
our  setting  of  liquidity  requirements  which  are  now  R  percent  for  the 
saHngs  and  loan  industry,  we  have  consulted  with  our  other  Federal 
regulators,  because  we  realize  this  affects  them.  too.  This  is  what  we  do 
every  day. 

Mr.  Leacit.  It  seems  to  me  that  there  are  some  analogies  outside  the 
scope  of  this  specific  legislation. 

In  a  sense,  the  Euromarket  situation  is  one  in  which  no  reserve 
requirements  arc  kept-.  From  your  perspective,  would  you  support  the 
placement  of  reserve  requirements  on  Euromarket  funds? 

Mr.  McKtxnet.  From  my  perspective,  yes.  but  frankly  I  don't 
consider  myself  an  expert  in  Euromarket  funds.  I  realize  we  are  talk- 
ing about  some  $600  to  $700  billion  of  funds  floating  out  there. 

Mr.  Leach.  The  overall  Eurocurrency  fundg  are  greater  than  that. 
The  figures  you  cite  are  Eurodollars. 

Mr.  McKtxxet.  Eurodollars,  yes,  and  I  realize  that  to  properly 
integrate  that  with  our  community,  something  needs  to  be  done.  But 
I  am  not  an  expert  in  setting  the  reserves  on  those. 
Mr.  Leacit.  Would  you  comment.  Mr.  Connell  ? 
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Mr.  CoNNELL.  Actually,  for  some  time,  I  have  sujiported  the  brtMul- 
est  possible  reach  for  the  Federal  regulatory  authorities  in  addressing 
the  flow  of  money  and  credit  to  deal  with  that  issue,  so  I  would  be 
sympathetic  with  whatever  could  be  effectively  done.  I,  t«o,  am  not 
an  expert  in  the  Euromoney  market,  at  this  point.  And,  if  it  could 
be  done  effectively,  yes,  I  would  see  no  reason  not  to,  because  it 
certainly  affects  the  flows  of  funds  to  this  country. 

Mr.  Leach.  From  your  perspective  as  administrators  in  effect  of 
systems  that  impact  a  certain  part  of  the  Bnancial  community,  is  it 
your  judgment  that  the  existence  of  the  Eurocurrency  market  has 
negatively  affected  flows  of  funds  to  your  institutions? 

Mr.  CoNNEn.  No,  not  as  far  as  credit  unions  are  concerned  that  I 
can  determine  at  this  point.  The  only  way  it  would  would  be  in  raising 
the  general  interest  level  rate  which  in  turn  would  affect  the  flows  to 
credit  unions. 

Mr.  McKiNNET.  It  affects  it,  of  course,  in  the  return  on  investment 
and  the  availability  of  the  best  investment,  so  I  would  have  to  answer 
that  I  think  the  opposite— that  it  must  have  some  effect. 
■     Mr.  Leach,  Thank  you,  Mr,  Chairman. 

Chairman  St  Germain.  Mr.  Cavanaugh  ? 

Mr,  Cavanaugh.  Thank  you,  Mr.  Chairman, 

Mr.  McKinney,  yesterday,  as  Governor  Partee  indicated,  it  was  his 
feeling  that  wc  would  be  better  off  with  no  legislation  rather  than  the 
legislation  which  did  not  include  an  address  to  the  Fed  membership 
or  reserves  controlled  by  the  Fed.  I  take  it  from  your  testimony  today 
that  you  believe  the  opposite. 

Mr,  McKiNNEY.  I  do,  but  I  understand  his  position. 

Mr.  Cavanaugh,  Well,  I  understand  his  position,  too.  We  will  have 
to  address  the  reserve  issue.  Do  you  see  the  reserve  issue  directly  re- 
lated to  monetary  control  policy  ? 

Mr.  McKiNNET.  Yes,  I  do.  I  don't  tliink  reserves,  from  my  experi- 
ence here  in  Washington,  have  been  used  very  much  in  controlling 
monetary  policy,  but  theoretically,  of  course,  they  can  be  used  to 
affect  monetary  policy. 

TTie  reserve  bills  on  which  I  have  testified  before  have  all  had  $30, 
$40.  $50  million  exemptions.  They  have  all  related  to  areas  which 
probably  would  not  affect  thrifts  for  a  long,  long  time;  therefore,  the 
issue  has  really  been  different  fi-om  here,  where  there  is  going  to  be 
an  immediate  impact  on  thrifts,  and  from  the  NOW  account  area. 

Even  -SO.  NO^\  accounts,  as  T  see  them  in  thrifts,  will  not  form  a 
major  part,  of  the  savings  base  of  a  thrift,  and  therefore,  I  don't  see 
any  urgent  need  to  solve  the  monetary  problem  at  this  moment.  It 
wouldn't  have  been  solved  for  the  thrifts  in  these  other  bills  because  of 
the  large  threshold  figure  and  because  of  the  fact  that  these  do  not 
form  that  bic  a  part  of  the  savings  base  of  a  thrift. 

So  I  think  we  could  safely  proceed  ahead  and  get  this  authority 
moving  and  then  address  the  overall  issue  later, 

5Ir.  Cavan.m'oii.  You  also  recommend  the  limitation  of  the  author- 
ity to  individiuil  and  charitable  accounts. 

Mr.  McKinney.  Yes,  sir, 

Mr.  Cavanaioii,  Excluding  commereials.  and  you  don't  give  any 
explanation  for  that. 
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Mr.  McKiNNEY.  Well,  of  coui'se,  I  understand  it  would  be  advan- 
tageous for  thrifts  to  be  able  to  participate  in  the  commercial  trans- 
action accounts.  Quite  often,  certainly  in  the  smaller  businesses,  that 
is  where  the  money  is  really  made  by  the  banks,  and  I  understand  that. 
In  the  large  accounts,  the  large  corporations  are  able  to  use  their 
muscle  and  use  their  financial  know-how  to  such  an  extent  that  the 
banks.  I  don't  think,  really  profit  on  those  large  transaction  accounts. 
But  on  the  smaller  ones,  smaller  commercial  accounts,  that  is  where 
the  real  profit  is  made.  And  therefore,  of  course,  it  would  be  advan- 
tageous for  thrifts  to  have  that,  but  that  is  not  their  business.  Their 
business  has  been  dealing  with  homeowners  and  families. 

I  think,  if  we  are  going  to  have  si>ecia]ized  thrift  institutions, 
I>hilosoT)hically.  tliat  is  where  they  ought  to  stay.  And,  so  that  is  the 
reason  behind  it,  and  I  guess  I  have  some  concern  historically  as  to  why 
interest  was  not  paid  on  demand  deiwsits  back  in  the  thirties  because 
of  some  concern  over  the  solvency  of  hanks.  And,  if  we  begin  to  have 
interest- paying  commercial  accounts,  this  does  raise  the  philosophical 
and  business  question  of  the  drain  on  profits  on  banks. 

So.  getting  on  the  side  of  banks.  I  can  see  a  question  and  I  guess 
thirdly,  politieallv,  T  think  this  bill  has  more  chance  of  pas.sing  if  it 
deals  with  individuals  and  nonprofit  organizations.  I  can  see  various 
lobbying  groups  coming  forward  much  stronger  relative  to  other 
issues,  so  T  guess  in  mv  testimony  I  have  combined  nil  of  these  factors 
in  tryintj  to  got  this  bill  paFsed  if  possible. 

Mr.  Cavanauoii.  Finally  you  say  that  nationwide  NOW  accounts 
ai-e  part  of  a  broader  picture  of  expanded  asset  and  liability  powers 
necessary  for  savings  and  loan  associations  to  become  family  finance 
centers  in  the  future  ultimately  without  regulation  Q.  I  guess,  when  do 
you  forsee  an  extension  of  the  justification  for  regulation  Q?  When  do 
we  arrive  at  that  ultimately? 

Mr.  McKixvEY.  ^A'e  have  l)een  talking  alx>ut  that  for  a  long  time, 
Mr.  Cavanaugh.  and  it  will  lie  a  long  time  yet.  But  I  think  each  inter- 
est rate  cycle  that  we  have  had  makes  it  more  and  more  evident  that 
remdation  0  and  the  differential  are  not  the  solution  to  our  problem. 
They  are,  however,  the  short-term  solution  fo  our  problem  until  the 
thrifts  can  become  viable — to  be  able  to  pay  for  their  source  material — 
their  casli.  So  we  are  talking  about  a  time  here  when  VKM's  can  become 
operational,  and  savings  and  loans  begin  to  accurately  move  with  the 
cvcles  like  commercial  banks  can  move  with  the  cycles.  On  their  asset 
sides,  we  are  talking  about  the  time  when  thrifts  can  get  consumer 
powers  and  betrin  to  implement  them. 

Thrifts,  historically,  don't  know  how  to  implement  consumer  powers, 
and  it  will  take  a  period  of  time  to  learn  how  to  do  that  and  learn  how 
fo  do  it  safely.  So.  I  eruess  to  be  really  candid  with  you  with  what  you 
waait,  I  am  talking  about  5  or  10  years, 

Mr.  Oavanafoii,  Well.  I  think  that  is  in  conformifv  with  the  testi- 
mony we  heard  vesterday.  Do  you  think  there  should  be  a  shorter 
period  of  t'me  in  which  we  could  consider  eliminating?  the  ceiling? 

Mr.  McKtnnf.y.  T  feel  it  is  imrmrtant  that  the  ceiling  and  the  differ- 
ential be  retained  and  that  anv  of  these  methods  that  have  been  devised 
to  chronologically  eliminate  it  before  we  actually  have  in  place  and  in 
use  the  operational  asset  powers,  ignores  the  facts  that  for  years  we 
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have  cornered  these  thrifts  into  this  position  with  long-term  assets, 
yielding  far-below-mai'ket  rates. 

And,  therefore,  just  now-  suddenly  to  say  we  can  change  all  this  and 
pick  a  date  certain  is  uni-ealistic.  What  woiikl  liappen  when  the  date 
certain  came,  is  that  Congi-ess  would  be  called  niwn  to  change  that  date. 
So.  I  don't  think  that  isi-ealistic. 

Mr.  Cava N. \ roil.  Thank  yon.  Thank  you.  Mr.  Chairman. 

Chairman  St  Gekmaix.  ilv.  liarnnrd  ? 

Mr.  Barn'ard.  Thank  yon.  Mr.  Chairman. 

I  would  like  to  pursue  this  i-eservo  matter  just  a  little  bit  further. 
If  each  of  your  respective  agencies  held  the  reserves  for  the  accounts 
you  regulate,  what  would  you  do  witli  these  reser\-es.  and  how  would 
they  be  invested  ? 

Mr.  MrKiNXEY.  They  would  I)e  invested  back  in  oui-  bank  system. 
In  our  Fedei-al  Home  Ijoan  Rank  System  today,  for  example,  we  have 
about $.'^314  billion  loaned  out  to  our  institutions,  and  those  moneys  are 
primarily  in  honsiuff.  That  is  whei-e  tliat  money  would  flow. 

As  I  commented  earlier,  that  would  not,  therefore.  \xi  a  sterile 
reserve:  it  would  be  n  housing-utilized  i-eserve.  That  raises  the  question 
of  how.  if  at  all.  that  affects  monetary'  policy. 

MV.  nARXAHu.  Weil,  that  is  the  question.  Now,  the  Fed,  as  I  under- 
stand it,  invests  their  balances  in  T.S.  Ti-eaaun-  bills,  and  maintains  the 
intei-est  rate  and  the  money  supply  through  their  investment  of  reserve 
balances.  I  am  a  little  concerned  that  if  we  let  these  other  two  financial 
systems  invest  theirs  in  other  ways,  it  would  seem  like  to  me  it  is  ^ing 
to  be  inconsistent. 

Are  we  talking  aimiit  the  same  types  of  deposits — we  are  talking 
about  trausaction  and  <lemnnd  deposits,  but  yet  they  arc  going  to  be 
in  a  reserve  program  whei'ehy  tliey  can  be  invested  in  things  that  would 
ci-eate  moi-e  money,  is  what  I  am  speaking  of. 

Mr.  McKiN'XEY.  Yes. 

ilr.  BARXAim.  Then  obviously  the  liiink  Board  and  the  credit  union 
could,  if  that  was  in  the  eountr\'s  best  interest,  invest  these  in  Treasury 
bills. 

So  lH)th  of  you  gi'utlenmn  would  agree  to  invest  these  funds  exclu- 
sively in  V.Pi.  Treasury  bill  instruments? 

Mr.  CnxxKiJ,.  Jtv  concept.  Congressman,  was  to  have  the  reserves 
in  the  central  liquidity  facility  and  that  they  l)e  kept  either  in  Treasury 
securities  or  possibly  reloaned  if.  after  consultation  with  the  Federal 
Resen-e  Board,  it  seemed  u  proper  |>olicv.  There  may  be  times  when, 
for  instance,  in  tlie  business  cycle  the  Federal  Reserve  Boai-d  might 
want  to  stimulate  consumer  lending  or  stimulate  housing  lending,  and 
that  kind  of  flexibility.  I  think,  would  be  very  good  and  very  construc- 
tive in  dealing  with  the  uj>s  and  downs  in  the  business  cycle. 

But  I  would  contemplate  veiy  close  coordination  with  the  Federal 
Reser^-e  and  consultation,  and  I  would  prefer  the  flexibility  to  be  able 
to  recycle  that  back  if  it  is  in  the  public  interest. 

But  the  report  language — it  could  be  done  in  report  language,  that 
the  strong  direction  for  coordination  and  consultation  in  these  mixes 
of  investments. 

Mr.  BARXAnn,  I  am  sure  that  you  all  agree  that  we  have  got  a 
terrible  problem  in  trying  to  control  the  money  supply,  and  while 


,dhvG00glc 


151 

this  problem  may  be  small  at  this  particular  time,  in  the  next  few 
years  the  forecast  is  that  this  bill  will  have  tremendous  effects  on  the 
amount  of  these  reserves. 

Mr.  McKinney,  I  was  interested  in  your  testimony  as  it  commented 
on  the  remote  service  units.  I  am  son^  I  wasn't  here  to  hear  this,  but 
I  presume  from  your  testimony  tliat  you  feel  that  this  legislation 
would  correct  the  problem  that  tlie  courts  have  created  by  banning 
your  remote  service  units.  Is  that  correct  ? 

Mr.  McKiNNEr.  It  would.  It  doesn't  specifically  say  so,  but  our  law- 
yers say  it  does  take  care  of  our  problem,  and  we  appreciate  it  very 
much. 

Mr.  Barxard,  Well,  in  your  testimony  you  also  said : 

Just  as  significant  is  the  competitive  impact  of  tlie  liotding  wlilcli  places  Fed- 
eral savings  and  loans  at  an  Important  competitive  disadvantage  1o  commercial 
banks.  StaleK^hartered  savings  and  loans. . . . 

Now.  don't  the  Federal  savings  and  loans  have  a  competitive  ad- 
vantage if  this  matter  is  included  in  the  bill  ?  For  cxampic.  you  have 
a  lot  more  liberal  policies  in  granting  iK-rmission  for  branching  than 
both  the  Comptroller  and  the  Fed,  and  many  States,  do.  Wouldn't 
this  put  yon  in  a  more  advantageous  position  ? 

Mr.  McKixxET.  Of  conrse,  the  ruling,  Mr.  liamard,  only  applies  to 
Federal  RSU's.  There  are  many  State-chartered  RStl's  that  are  not 
affected  by  this  ruling.  So  that  is  what  I  meant  in  my  testimony  by 
"the  disadvantage."'  It  just  happened  that  the  judge's  opinion  only 
applied  to  the  Federal  RSH's.  So  that  is  the  answer  to  tluvt  question. 

But  concerning  our  branching  policy,  yes,  sir.  frankly,  the  Bank 
Board  does  have  a  liberal  branching  ]x)licy.  Again,  we  think  that  is 
procompetitive  and  helps  the  consumer.  We  think  that  savings  and 
loans  ought  to  branch  as  long  as  they  are  well  managed  and  are  run- 
ning a  profitable  business,  ought  to  be  able  to  branch  pretty  widely, 
and  that  that  benefits  the  consumer  in  llie  long  nm. 

Mr.  Barnard.  Do  you  think  that  the  policies  of  the  Comptroller  are 
restrictive,  too  restrictive  for  the  consumer? 

Mr.  MrKiXNEV.  T  would  not  pass  upon  his  policies.  I  am  not  in- 
formed enough  to  do  so. 

Mr.  Barnard.  But  we  are  getting  into  a  service  stnictnre  here  where 
banks,  savings  and  loans,  and  credit  imions  are  getting  in  the  same 
type  of  service.  Is  that  true? 

Mr.  McKixxEY.  Yes.  we  are  more  and  more. 

Mr.  Barxard.  So  why  shouldn't  we  have  the  same  policies  with 
reference  to  branching  as  well  ? 

Mr.  McKixxEY.  Of  course,  banks — I  can't  give  yon  the  figures,  hut 
they  have  so  far  manv  more  branches  than  savings  and  loans  that  we 
could  anthorize  branches  for  10  or  15  years  and  still  be  way  behind  the 
hanks  as  far  as  branches  go.  I  do,  as  a  former  businessman,  believe  in 
the  right  of  a  business  to  fail,  and  I  think  that  therefore,  when  they 
come  in  for  a  branch,  generally  speaking  the  regidator's  position  is 
not  to  sit  there  on  some  high  pedestal  and  say.  "Well,  this  will  work 
or  it  won't  work."  If  it  is  generallv  a  well-managed  institution  and 
if  it  is  going  to  render  a  senice  to  the  public,  we  ought  to  give  them  a 
chance  to  render  that  service,  and  that  is  how  we  think  at  the  Bank 
Board.  Now.  how  the  Comptroller  thinks.  I  don't  know,  but  the  branch- 
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ing  history  is  so  different.  Banks  have  so  many  more  branches  in  most 
of  the  country,  that  I  strongly  feel  that  savings  and  loans  need  to 
catch  up, 

Mr,  Barxard.  It  is  not  so  mnch  the  number  that  it  is  the  general 
policies.  For  example,  as  I  understand  it,  national  banks  in  some  States 
can't  branch  across  county  lines,  whereas  savinfjs  and  loans  can  branch 
across  county  lines.  And  t  even  understand  that  there  are  some  policies 
yon  are  considering  tliat  would  permit  savings  and  loans  to  branch 
across  State  lines  in  lSMSA's,  such  as  here  in  Wflshington,  D.C. 

Now,  it  just  appears  fo  me  that  we  are  getting  into  an  area  of  com- 
petitive advantage  and  disadvantage,  and  I  want  to  treat  all  institu- 
tions alike.  I  have  as  many  friends  in  the  savings  and  loan  industry  and 
the  credit  unions  as  I  do  the  banks,  so  I  am  not  trying  to  pinpoint 
partiality  in  any  dii-ection.  Rut  I  at  least  want  us  to  be  fairminded 
and  f  airhanded  with  all  |>eople. 

Tf  this  bill  does  remove  the  prohibition  against  savings  and  loans 
and  credit  unions  having  RSU's.  then  I  think  we  ought  to  think  about 
where  yon  are  going  to  put  them.  Are  you  going  to  put  them  across 
county  lines,  across  State  lines?  These  are  the  things  that  concern  me. 

^Vhat  would  yon  forecast  that  your  position  on  this  issue  would  bet 

Mr.  McKixxF.Y.  Of  course,  RSU's  have  not  had  the  impact  that 
manv  expected  them  to  have.  I  think  the  study  commission  felt  that 
RSU's  would  sort  of  sweep  the  coimtrv  and  take  over  from  the  paper- 
based  activity,  and  it  hasn't  happened.  So  the  impact  has  not  nearly 
been  that  great.  "Mr.  Barnard, 

However,  there  lias  l>cen  solme  $lf)  million  ppen*  by  savings  and  loans 
in  buying  RSU  eouipmcnit.  Thev  are  rendering  a  fine  service  where 
they  are  being  used,  and  it  would  l>e  very  liarmf  ill  if  they  were  elim- 
inated. 

I  would  agree  wi^th  you  that  other  institutions  ought  to  have  tiie 
same  rights.  I  certainly  would  aeree  with  that.  But  I  strongly  feel 
this  bill  is  needed  to  eliminate  this  action  that  was  decided  by  the 
court. 

Mr.  Bakx.\rd.  Mr.  Connell  ? 

Mr.  CoxNFT.i..  In  terms  of  this  question  of  branching,  I  guess  the 
t«rincipal  impediment  is  the  McFadden  Act  that  limits  national  bank 
branching  fo  State  law.  As  far  as  Federal  ci-edit  unions  are  concerned, 
since  1034  they  have  been  bi-anohing.  Thoy  have  been  branching  inter- 
state and  international  as  well  as  intrastate.  We  have  never  had  a 
problem. 

So.  T  think  that  the  resolution  of  the  branchinc  issue  is  to  repeal 
the  McFadden  Act  provisions  with  respect  to  limiting  the  branching 
aotivi>ties  of  national  banks.  T  have  gone  on  i-ecord  saying  that  many 
times,  that  we  have— first  of  all,  it  is  not  much  of  a  solvency  i»Tue. 
because  usuallv  businessmen  make  a  decision  to  nut.  a  branch  up  that 
isn't  going  to  cause  a  hank  to  fail.  So  I  don't  think  the  solvency  issue 
has  much  materiality.  It  is  a  matter  of  competition,  and  there,  while 
there  mav  be  hanks  that  decide  no  longer  to  compete  and  to  sell  out 
to  someone  else  at  a  healthy  profit  with  a  management  contract  and 
all.  we  have  antitriii^  laws  tlmt  I  think  can  deal  with  that. 

Moi-eover,  we  have.  I  think — if  even  we  had  a  concentration  in 
banking  occnir,  that  would  find  that  credit  unions  would  be  chartered 
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to  fill  in  and  serve  the  consumer  where  the  consumer  was  not  being 
served  because  of  a  concentration  in  economic  resources  and  lack  or 
competition. 

I  think  we  liiave  plentj"  of  alternatives  for  the  consumer  to  be  served 
in  our  economy  today  m  the  financial  area.  What  we  donlt  have  is 
an  institutional  framework  modernized  to  permit  technology  such  as 
ATM's,  automatic  teller  ^lachines,  to  be  placed  conveniently  for  the 
public. 

Mr.  Barnard,  Mr.  Chaii-man,  I  want  to  say  that  I  agree  with  you 
that  this  legislation  does  not  need  to  be  cluttered  with  too  many 
extraneous  things  that  would  keep  it  from  immediately  being  con- 
sidered. However,  it  does  appear  to  me  that  tliis  is  one  aspect  of  it 
that  we  need  to  study,  and  while  it  may  be  that  we  donx  need  to 
include  any  amendments  about  it  in  this  bill,  we  do  need  to  be  giving 
it  serious  consideration  because  we  are  now  petting  into  an  area  where 
institutions  are  becoming  more  and  nioi-e  alike.  As  they  become  more 
and  more  alike,  I  think  we  need  to  treat  them  more  and  more  alike. 

One  other  question,  Mr.  McKinney 

Chairman  St  Germaix.  Mr,  Barnard,  I  might  say  to  you,  No.  1, 
we  have  anothei'  panel  coming.  Xo.  2,  on  tliat  question,  we  have  a  re- 
port coming,  due  to  us  September  30,  on  the  McFaddon  Act,  so  that 
indeed  the  study  is  ongoing  at  this  verj-  point. 

Mr,  Barnard,  I  will  certainly  comply  with  tlie  wishes  of  my 
chairman. 

Chairman  St  Germain.  Thank  you. 
Mr.  Wvlie? 

Mr.  Wylie.  Thank  you  very  much,  Mr.  Chairman,  I  understand 
you  have  another  panel  this  morning,  and  I  will  tiy  to  be  brief. 

On  page  3  of  your  testimony.  Chairman  McKinney,  you  note  that 
technically  as.sociations  may  require  30  davs'  notice  of  withdrawals 
from  NOW  accounts.  Would  you  make  a  distinction  between  NOW 
accounts  and  transaction  accounts? 

Mr,  McKixNEY.  Tliere  is  a  distinction,  yes,  Mr.  Wylie,  I  realize 
it  gets  kind  of  fuzzy,  and  they  get  to  look  more  and  more  like  ordinary 
checks,  but  they  arc  a  withdrawal  from  a  savings  account  on  which 
there  could  be  a  30-day  notice,  and  therefore  they  are  not  a  transaction 
account, 

Mr.  Wylie,  I  awked  the  question  advisedly,  because  the  panel  we 
had  yesterday  did  not  see  that  distinction,  because,  as  a  practical 
matter,  while  you  ha\e  a  30-day  notice  requirement  on  NOW  accounts, 
it  has  never  been  used.  So  if  that  30-day  notice  requirement  is  not 

used 

Mr.  McKixxEY.  It  does  cet  pretty  fuzzy,  yes,  sir. 
Mr.  Wylie,  Wliat  would  happen  if  tlie  savings  and  loans  started 
using  the  authority  to  withhold  money  on  NOW  accounts  for  30  days? 
Mr.  McKiNXEY.  They  would  losealotof  busines.s. 
Mr,  Wylie.  And  confidence? 
Mr,  McKinney.  Yes. 

Mr.  Wylie.  So,  as  a  practical  matter,  the  30-day  requirement 

Mr,  McKinney.  It  is  not  very  likely, 
Mr.  Wti.ie.  So  then  they  become  pretty  close. 

Now,  yesterday.  Senator  Mclntyre  suggested  that  what  we  really 
should  do  is  take  off  the  ceilings  on  savings  accounts  and  take  off  the 
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ceiling  on  regulation  Q.  but  allow  a  differential.  AVhat  would  be  your 
reaction  to  that? 

Mr,  MrKiNNEY.  T  can't  fifnirc  that  one  out. 

Ml'.  Wyme.  Well,  you  could  have  a  distinction.  I  suppose.  You  could 
say.  bv  law,  that  the'  market  will  detennine  the  rate  as  far  as 

Mr."  MrKiNN-r.v.  Oh.  I  see  what  you  mean.  Well,  of  course,  we  have 
in  effect  l)een  moving  that  way.  Mr.  AVylie.  with  our  money  market 
certificate,  and.  of  ooui-se.  we  are  out  on  proposal  now,  as  you  know, 
with  thi-i  iVyear  certificate  tied  (o  the  5-year  Treasui-y  bill.  In  effect, 
that  doesn't— I  see  what  you  mean  here — in  effect,  that  doesn't  have 
i\  limit. 

Mr.  WvLiE.  Well.  I  will  trr  to  explain  what  I  think  Senator 
Mclntyre  meant. 

Mr.  MrKixxKY.  ilaybo  that  is  what  he  meant.  Maybe  if  we  tie  the 
instruments  to  market  instniments  that  aren't  fixed  and  then  have  a 
differential,  he  is  for  that.  Well,  actually,  that  has  been  the  way  we 
have  Iwen  moving,  because  wo  have  found  that  not  to  move  that  way 
made  the  depository  institution  imable  to  compete.  So  that  is  why 
the  money  market  certificate  has  been  so  succes,sful.  and  that  is  why 
we  ai-e  giving  serious  thought  to  this  .5-year  savings  certificate  tied  to 
r.  market  rate. 

Mr.  Wymk.  Well.  I  took  that  from  his  notes:  Take  the  ceiling  off 
and  keep  the  diffeiential  on.  We  could  raise  the  ceiling  and  keep  the 
diffei-ential.  But  the  liigher  tlie  ceiling  gets,  the  less  the  differential 
means,  of  coui-se.  If  it  is  a  nuarter-percent  differential.  T  mean,  you 
would  have  to  incT-oaw  the  diffei-onf  ial  to  make  it  mean  as  much. 

But,  anyhow,  T  wanted  your  comment.  Do  you  think  he  ha.s  a  point 
though,  that  there  ought  to  be  some  wav  you  could  tie  the  ceilings  to 
market  rates  of  inteiTst,  and  still  pennit  the  diffei-ential? 

ifr.  McKixNKY.  Yes.  sir.  We  are  finding,  in  order  to  keep  the  thrifts 
in  the  market,  we  have  to  do  that,  and  we  do  definitely,  as  I  said  before, 
believe  the  differential  is  still  necessan-  to  get  money  for  housing. 

Mr,  Wyme.  What  would  you  think  about  taking  the  ceiling  off  of 
pa.s.sbook  accounts,  savings  accounts,  and  not  paying  interest  on  check- 
ing accounts,  as  a  concept  ? 

Mr.  McKixxEY,  I  would  not  think  very  much  of  it. 

Mr.  Wyt.ie.  Wouldn't  that  solve  a  lot  of  your  problems? 

Mr,  MrKivNF.v.  Well,  it  would  certainlv  make  my  insurance  corpo- 
ration veiT  active  in  taking  over  failing  in.stitutions.  If  there  was  no 
ceiling  on  passbook  accounts,  for  example,  and  savings  and  loans  had 
to  tiT  to  compete  with  l>anks  who.  in  this  stage  of  the  interest  rate 
cycle  could  pay  a  nuich  higher  rate,  then  savings  and  loans  would 
either  lose  all  their  funds;  or  if  they  tried  to  pay  the  rate,  many  of 
them  would  go  insolvent. 

Mr.  Wylie.  Aren't  you  doing  that  thi-ough  the  NOW  account 
procedure,  anyhow? 

Mr,  MrKiN-NEY.  No.  we  ai-e  talking  about  a  NOW  account  with  a 
fixed  rate  set  by  the  regidators.  and  I  would  assume  that  at  present 
it  would  be  !i  percent.  A  counle  of  years  atro.  3  percent  looked  like 
an  nwful  high  rate.  Today  with  the  rates  the  wav  they  are.  it  is  not 
that  high  a  rate.  I  think  the  thrifts  and  the  banks  have  both  learned 
to  start  charging  for  their  services  and  start  having  minimum  depo«ts 
on  their  8er\"ices. 
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Mr.  Wtlie.  ok.  Would  you  put  a  ceiling  on  transaction  accounts? 

Mr.  McKiNNEY.  Yes.  sir. 

Mr.  WiT-iE.  And  keep  it  at — what  is  it  now  ? 

^^r.  McKiNXEY,  It  is  now  at  5  percent.  That  is  why  I  was  proposing, 
like  today's  NOW  account,  it  wonld  be  somewhere  in  that  area.  Yes, 
I  would.  I  think  it  would  be  important. 

Mr.  Wtlie.  But  the  commercial  banks  have  been  able  to  pay  more. 
I  mean,  fhey  are  not  i-estricted  by  that  ceiling. 

Mr.  McKiXNET,  Oh.  yes,  sir,  they  are.  Both  commercial  hanks,  all 
thrifts  who  have  NOW  accounts  in  New  York  and  New  England — 

Mr.  Wyi.ie.  Transaction  accounts.  1  am  sorry. 

Mr.  McKiNNET.  Well,  they  can't  pay  interest  on  transaction  ac- 
counts. Mr.  Wyl  ie. 

Mr.  Wylie.  How  do  the  banks  advertise  monev  market  certificates 
tied  to  the  T-bill  at  91/2-  or  fli/i-percent  interest!!  with  $10,000  mini- 
mum denominations? 

Mr.  McKiNNET.  Those  are  the  money  market  accounts.  Those  arent 
transaction  accounts.  That  is  the  6-nionth  ocrtifioate.  The  thrifts  pay 
exactly  the  same, 

Mr.  Wti,ie,  ok.  But  on  transaction  accounts,  then,  yon  would 
imposeaceiling? 

Mr.  McKiNXKY.  Yes.  sir.  I  think  it  is  important. 

Mr.  Wylie.  Mr.  Connell,  you  said  on  page  8  of  your  testimony  that 
if  credit  union  members  are  deprived  of  share  draft  accounts,  they 
will  lose  $21  million  in  interest. 

Wouldn't  they  put  their  savings  into  some  othei'  form  of  account 
which  would  pay  interest,  a  passbook  account  or  share  certificate? 

Mr.  CoxxEi.i,.  No.  That  is  based  on  an  estimate  tliat  they  would 
take  the  share  draft  account,  which  is  a  transaction  account,  and 
move  it  to  a  commercial  bank  which  doesn't  pay  interest,  and  so  they 
would  lose  fluit  $21  million  in  that  fashion.  They  would  also  prob- 
ably lose  additional  deposits  as  shares  were  moved  from  savings  ac- 
counts to  other  institutions,  as  well,  if  the  customers  move  their 
entire  relationship. 

But  in  terms  of  the  $21-million  figure  on  dividends,  that  is  what  we 
e,stimated  on  share  draft  accounts,  whicli  we  considered  somewhat 
similar  to  checking  accounts  in  their  operation,  demand  deposit 
accounts. 

Mr.  Wi-LTE,  OK,  Mr.  SrcKinney,  on  page  Z  you  refer  to  the  Bank 
Board's  proposal  to  authorize  noninterest -bearing  payment  order 
accounts. 

Mr.  McKixxEY.  Sir,  those  would  be  interest -bearing, 

Mr.  Wyi-ie.  Oh,  those  would  be  interest -bearing? 

Mr.  McKixxEV.  Yes,  sir.  The  idea  there  was  that  was  to  be  a  5- 
percent  account  similar  to  the  NOW  account,  but  nonnegotiable. 

Mr,  Wylie.  Have  vou  received  comments  on  that  yet? 

Mr.  MrKixx-EY,  ^V'hat  we  did,  we  put  out  the  regulation  for  com- 
ment, and  then  we  have  been  working  very  closely  with  the  Federal 
Reserve  Board  to  try  to  have  these  declared  cash  items  under  the 
procedures  of  the  clearinghouses.  The  Fed  now  has  put  out  for  com- 
ment a  proposal  to  their  meml)ers  on  this,  and  that  would  be  our  next 
move  until  the  court  came  along  with  its  decision  which,  it  seemed  to 
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me,  clouded  up  our  authority  in  the  area.  And  when  we  saw  this  bill 
come  in,  we  tnought  we  would  hold  it  up  until  this  was  resolved. 

Mr.  Wylie.  Do  you  see  a  need  for  a  distinction  between  a  demand 
and  a  time  deposit  ? 

Mr.  McKiNNET.  Yes,  sir,  I  guess  I  do.  A  demand  and  a  time  deposit? 

Mr.  Wylie,  Yes.  A  passbook  deposit  vis-a-vis  a  NOW  account  or 
a  transaction  account.  You  indicated  that  they  both  have  a  ceiling  now 
of  514  percent,  as  far  as  savings  and  loans.  What  I  am  thinking  there 
is  that  if  we  go  to  the  transaction  account  and  the  NOW  account, 
aren't  we  likely  to  get  into  the  cycle  of  the  so-called  hot  money  or  the 
fast  money  bemg  transferred  between  accounts,  and  then  you  would 
not  have  the  stability  that  you  might  have  in  a  passbook  savings 
account.  In  addition,  wouldn't  there  be  cyclical  changes  in  the  amount 
of  money  that  might  be  available  for  loans,  and  might  there  not  be 
more  administrative  costs,  which  would  increase  the  costs  of  the  loans) 

Mr,  McKixNET.  Mr.  Wylie,  the  history  in  New  England,  from  what 
I  have  seen,  has  not  been  that  way.  They  have  had  their  passbooks  at 
514  percent,  and  they  have  had  their  NOW  accounts  at  5  percent 
Obviously,  there  has  been  some  transfer  from  the  514  to  the  5  percent, 
but  they  have  still  maintained  in  many  institutions  up  there  very  high 
percentage  of  passbook  money,  and  the  people  have  put  just  their 
transaction,  much  of  it  from  a  commercial  bank,  also  some  of  it  from 
a  passbook,  into  this  NOW  account. 

So,  the  history  has  not  been  as  you  say.  We  have  had  a  good  chance 
to  look  at  it,  and  so  I  feel  fairly  comfortable  with  it. 

Mr,  Wylie,  Thank  you. 

Thank  you,  Mr,  Chairman. 

Chairman  St  Germaix,  Air.  Annunzio  ? 

Mr.  AxxtiNzio,  Thank  you.  Mr,  Chairman. 

I  have  listened  to  this  arjniment  on  NOW  accounts  in  New  England, 
and  maybe  I  am  a  little  thick  in  the  skull,  but  on  page  5  you  have  ex- 
amples of  Federal  Reserve  data  which  show  $1,4  million  in  interest 
paid  on  NOW  accounts,  and  $2-2R.O00  in  service  charges  collected  and 
so  forth. 

I  have  checked  and  am  getting  ready  to  check  my  own  data  on  the 
New  England  coast  whei-e  we  allow  NOW  accounts,  because  it  seems 
to  me  that  the  consumer  rarely  gets  anything  for  nothing.  If  you  are 
an  institution  and  you  are  paying  interest  on  NOW  accounts,  then  that 
money  has  got  to  be  made  up  someplace;  somebody  is  going  to  be 
charged  for  it. 

So,  where  we  are  referring  to  this  as  a  "bonanza  to  the  consumers," 
I  have  seen  enough  legislation  around  here  over  the  years  to  know  that 
everytime  we  have  tried  to  help  the  people  the  effect  has  been  the  re- 
verse. In  the  end,  regardless  of  what  the  charges  are,  it  is  the  nickels 
and  dimes  that  support  the  church :  it  is  Hie  little  ta.xpayers  that  sup- 
port the  Government.  They  don't  have  all  the  gimmicks. 

And  so  I  am  iiist  not  completely  sold  on  all  this  data.  It  is  coining 
too  fast  for  me.  I  mean,  after  all,  what  is  wrong  with  an  old  fashioned 
checking  account  and  an  old- fashioner]  savings  account  ?  We  got  along 
pretty  well.  And  the  more  that  a  bank  pays  out,  the  more  that  they 
have  to  charge  in  interest  to  the  consumer  when  he  makes  a  loan,  and 
that  is  where  he  pays  it  back,  you  see.  So  T  don't  know  that  I  am  sold 
on  this  vet. 
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Mr.  McKiNNEY,  I  would  agree  witli  you,  Mr.  Anuunzio.  There  is^^ 
no  free  hincli  anyplace,  of  coui-se.  But  wlien  you  do  stait  Iiaviug  ex- 
plicit charges  and  explicit  interest,  I  fliink  there  is  some  Ijctter  rela- 
tionship. There  is  no  question  now  that  the  sophisticated  transaction- 
account  person  can  get  a  better  job  done  and  benefit  more  than  the  un- 
sophisticated. When  you  begin  to  charge  and  begin  to  have  interest 
payable  on  these  small  accounts  and  begin  to  charge  explicitly  for  your 
service  and  have  minimum  deposits  that  are  all  out  front,  I  think  prob- 
f.hlv  the  consumer  will  lienefit. 

Now,  I  didn't  use  the  word  "bonanza,"  I  don't  think,  in  my  testi- 
mony. I  don't  call  it  a  "bonanza.''  Tint  I  do  call  it  a  benefit. 

Mr.  Annunzio.  How  many  dollars  would  you  estimate  are  in  check- 
ing accounts  today — are  in  checking  accounts  where  banks  don't  pay 
interest  ?  A  couple  of  billion  dollars  ? 

Mr.  McKiNNEY.  I  don't  have  tlie  figure  on  that,  Mr.  Annunzio.  I 
imagine  you  do.  I  will  agree  with  your  figure. 

Chairman  St  Germain.  It  is  much  moi-e  than  that. 

Mr.  Annunzio.  My  chairman  tells  me  it  is  much  more  than  that. 

Chairman  St  Germain.  And  where  they  don't  pay  interest,  that  is  a 
pretty  ROod  profitmaking  instrument. 

Mr.  McKiNNEY.  I  think  it  is  a  much  larger  figure  than  that. 

Mr.  Annunzio.  But  if  they  are  not  paying  interest,  they  are  able  to 
hold 

Chairman  St  Germain.  Excuse  me,  Mr.  Annunzio. 

In  June  of  1978  there  were  $374  billion,  not  $2  billion.  $374  billion 
in  demand  deposits. 

Mr.  Annunzio.  With  no  interest? 

Chairman  St  Germain.  That  is  right, 

Mr.  Annunzio.  This  is  the  point  I  am  making.  Mr,  McKinney.  You 
have  $374  billion  in  checking  accounts,  and  you  are  not  paying  intei-est. 
Tliis  could  very  well  be  the  most  anticonsumer  bill  ever  enacted,  be- 
cause once  these  banks  start  to  pay  interest  on  these  $374  billion,  it  is 
going  to  murder  the  inflation  rate.  The  interest  rate  on  money  will  go 
up  because  they  have  to  pay  this  money  out.  And  when  they  pay  it 
out,  they  have  got  to  get  it  back. 

We  are  interfering  with  something.  We  have  to  know  a  little  bit 
more  about  it. 

Chairman  St  Germain.  Mr.  Annunzio,  that  is  $374  billion  free 
money  that  these  banks  can  invest  and  earn  interest  on,  so  it  seems  to  me 
that  tho  benefit  there  is  accruing  to  the  financial  institutions. 

How  about  letting  the  consumer  share  in  some  of  it?  That  is  why 
the  bank  profits  are  up  so  high. 

Mr.  Annunzio.  Mr.  St  Germain,  I  respect  and  admire  my  chairman, 
but  I  don't  believe  in  Santa  Claus.  Thev  are  not  going  to  let  you. 

Mr,  Barnard.  Will  the  gentleman  yield  ? 

Mr.  Annunzio.  Yes. 

Mr.  Barnard.  Mr.  Annunzio,  are  yon  saying  then  that  the  little  man 
might  be  priced  out  of  a  checking  account?  That  it  is  going  to  become 
such  an  expensive  thing  ? 

Mr.  Annunzio,  I  am  not  saying  that.  I  am  looking  at  the  whole  fi- 
nancial picture,  Mr.  Barnard.  In  other  words,  if  you  have  $374  billion 
that  the  banks  are  using,  they  are  loaning  it  out ;  and  the  interest  rates, 
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"  you  understand,  are  al  a  certain  level.  Once  tlipy  start  paying  the  peo- 
ple with  checking  accounts  interest  on  their  money,  tlien  the  banks 
are  fioing  to  have  to  charge  a  higher  rate  of  interest  when  they  loan 
out  this  money  wliich  they  have  alrea<ly  paid  interest  on. 

Mr.  B.MiXARD.  We  are  talking  about  the  same  thing.  You  see,  what 
I  am  saying  is  that  foi'  the  jwople  who  keep  $;-JO0  oi'  $400  in  the  bank, 
this  change  is  going  to  cost  them  $1  or  $2  per  check,  if  they  put  it  on  a 
cost  basis,  in  order  to  keep  a  checking  account.  Is  that  what  you  are 
saying? 

Mr.  AxxrNzro.  Yes,  I  would  agree  with  yon.  they  will  get  it  back, 

Mr.  WvLiK.  \l'ould  the  gentleman  yield  '* 

Mr.  Axxrxzio.  I  would  lie  happy  to  yield. 

Mr.  ^Vyi.ie.  This  gives  nie  an  opportunity  to  reconstruct  my  ques- 
tion from  a  little  earlier  that  I  put  to  you. 

You  indicate  that  there  is  now  a  ceiling  of  Ti  [>ercent  on  NOW  ac- 
counts and  on  transaction  accounts,  for  lioth  savings  and  loans  and 
commercial  banks. 

Mr,  McKixNEY.  That  is  right. 

Mr.  Wylie.  Xow  the  suggestion  was  made  yesterday  that  the  ceiling 
be  taken  off.  and  tlmt  is  where  I  was  coming  out  on  my  question. 

^Vhat  would  1»  your  feeling  about  taking  off  the  ceilings  on  trans- 
action accounts  and  XOAV  accounts?  If  you  do  take  it  off.  wouldn't  you 
have  a  lot  of  transfer  of  money  Iwtweon  accounts,  so  that  it  would  be 
very  difficult  to  get  a  handle  on  what  money  you  might  have? 

Mr.  McKixxKV.  Mr.  Wylie,  T  don't  think  the  ceiling  should  I*  taken 
off.  There  should  be  a  ceiling  on  fliese  account-s,  I  think  it  is  important 
that  there  l>e  a  ceiling. 

Again,  without  a  ceiling  the  thrifts  could  find  themselves  in  very 
difficult  cii-cumstances.  and  we  ooidd  get  oni-selves  into  some  real  iian- 
cial  problems. 

So  with  a  ceiling,  though.  I  do  not  see  those  transfers.  That  is  what 
I  was  trying  to  say. 

Mr,  Wylie.  That  is  where  I  was  trying  to  come  out.  too.  on  my  ques- 
tion, I  had  n  feeling  that  there  is  no  differential  between  commercial 
banks. 

Mr.  MrlCixxRY,  That  is  right, 

Sir.  Wyi,ie.  Tliank  you. 

Mr.  Barxaud,  May  I  ask  one  question.  Mr.  Chairman? 

This  bill  does  not  put  a  ceiling  on  the  interest  payable  on  checking 
accounts,  does  it  ? 

Chairman  St  nEiiMAix,  No. 

Mr.  ItAaxARD.  It  is  unlimited? 

Chairman  StOkhmaix.  Yes. 

Mr,  SfrKixxF-Y.  Hut  Mr.  Rarnard,  inliei-ent  in  the  bill  are  two  rwints 
I  made:  One.  that  under  a  deposit-type  arrangement,  the  same  bodies 
that  now  set  ceilings  would  have  that  authority  under  this  act. 

Chairman  St  Germaix.  Or  with  the  transaction  accounts. 

Mr,  SfrKixxEv,  I  was  concerned  that  the  previous  legislation  was 
a  little  fuzzy  on  transaction  accounts,  and  T  think  it  needs  to  be  looked 
at,  liecausp  I  think  these  bodies  need  to  set  rates  and  controls  as  they 
have  in  the  past  on  these  accounts. 

Mr.  RARx-ARn.  That  is  not  in  the  bill  as  it  is  written? 
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Mr.  McKiN?jEY.  No.  It  needs  clearing  up. 

Chairman  St  Germain.  It  is  incorporated  by  reference,  as  we  say. 

We  want  to  thank  the  panel.  I  think  it  has  been  a  very  interesting 
morning,  I  hope  for  the  panel  as  well  as  the  members  of  the  sub- 
committee. 

We  may  have  some  further  questions  to  submit  to  you  in  writing. 
Also,  if  you  liave  any  suggestions  to  clear  up  any  of  the  points  that 
were  made  here  this  morning,  we  would  be  receptive  to  those,  as  well, 
from  both  you  and  your  stans. 

Mr.  McKiNXET.  I  am  sorry  Mr.  Annunzio  wasn't  here  for  my  com- 
ments on  the  VRM.  [Laughter.] 

Mr.  Annttnzio.  I  am  sure  you  would  have  gone  a  long  way  toward 
changing  my  mind.  [Laughter.] 

[The  rolkuving  corres|K>ndence  witli  Chairman  St  Germain  and 
Mr,  McKinney  regarding  the  Federal  Home  Loan  Bank  Board's  pol- 
icy concerning  remote  service  units  (RSU)  was  received  for  inclusion 
in  the  record :] 
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HODOrable  RiAert  HcKlnney 

OMlnun 

Fideril   Hoo*  loin  Bank  Boan 

1700  G  Street,  N.  U. 

tluhlngton,  D.  C.     Z0557 


In  an  effort  to  dispel   s 

on  the  subject  of  RSU's  venus , „, ..„,..j,^ 

{Sec.  5,  page  3)  appearing  in  the  Annunzio  substitute,  H.R.  4305,  a  copy 
of  which  Is  enclosed,  and  In  furtherance  of  discusilons  between  iiHbers  of 
«wr  respective  staffs,   It  would  be  helpful   to  obtain  from  the  Board  a  brief 
explanation  of  the  Board's  existing  RSU  policy  plus  a  sucpnary  of  experf- 
aenta)  RSU  units  approved  by  the  Board.     In  keeping  with  ly  stated  Inten- 
tion upon  Introduction  of  H.R.   3B64  to  resist  efforts  to  encimber  this 
direct  response  to  the  Court  decision  with  a  number  of  collateral   Issues, 
In  ny  substitute,  a  copy  of  which  Is  enclosed,  you  will   note   that  T  proposed 
tlnple  statutory  approval  of  the  existing  Board  policy  iirsctlces  and  pro- 
cedures relating  to  the  experlnental  RSU  program,  avoiding  any  reference 
to  the  branching  Issue.     Your  interpretatton,  of  course,  of  the  original 
bill,  appearing  on  page  S  of  your  statement  was  correct.     There  was  no  need 
to  refer  to  RSU's  In  the  statute  provided  the  basic  prohibition  against  pay- 
■ent  of  Interest  on  deniand  deposits  was  repealed  is  originally  proposed. 

In  ny  substitute  to  Insure  a  timely  response  to  the  Court  decision, 
I  ellninated  the  denand  deposit  interest  prohibition  repeal   language, 
necessitating,  according  to  your  staff,  a  stati/tory  reference  to  RSU's  to 
be  certain  that  we,   in  fact,  have  dealt  with  all   aspects  of  the  recent  Court 
of  Appeals  decision. 

1  hive  been  advised  that  the  Home  Loan  BanV  Soard  has  nalrtalned  Its 
consistent  policy  In  Its  conduct  of  the  RSU  experlnental  program  and  has  not 
authorized  any  out-of-state  RSU's.      I  understand  that  legally  there  are 

vious       grandfathering  authority  and  that  technically  an  application  from  a 
grandfathered  savings  and  loan  could,   in  fact,   hawe  inter-state  ramifications. 
In  light  of  your  decision,  to  postpone  further  action  by  the  Board  on  Its 
proposed  District  of  Columbia  experiment  for  a   reasonable  time   after  the 
lubnlsston  of  the  Administration's  recoRmenditions  on  the  HcFadden  Act,  due 
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Hon.  Robert  HcKtnney  -  2  -  Jum  22,  1979 

«n  SepteiTiber  19  pursuant  to  the  provisions  of  the  Intemattonsl  Banking  Act 
of  I97S,   I  would  like  your  assurance  to  the  Subcommittee  that  no  such 
Applications  will  be  entertained  unt  I  such  time  as  the  Subcoiranittee  has 
had  an  opportunity  to  receive  and  review  the  Adnin  stration's  HcFadden  Act 
recomnendations .     Such  a  review  shoul-d  be  conducted  without  drawing  dis- 
tinctions betMcen  financial  Institutions  to  Insure  coopetltlve  ettuallty.    . 

It  remains  my  judgment  that  Uie  Court  of  Appeals  decision  of  April 
20  is  In  no  way  responsible  for  the  so-cal  ed  competitive  imbalance  created 
by  CBCT  restrictions  relating  to  corrmercia    bantcs  versus  expertnental  RSU's 
for  savings  and  loans  associations  in  as  much  as  the  practical  effect  of 
the  1976  decision  of  the  U.S.  Court  of  Appeals     n  the  case  of  IBA  vs.   Smith 
lipacts  on  unit  bank  and  Halted  branching  sutes  only. 

It  Is  w  Iwpe  and  expectation  since  the  HcFadden  stu(|y  will  soon  be 
sularitted  that  the  Board  »ril     postpone  any  further  approval  action  In 
Hatted  branching  states,  as  weli,  to  avoid  further  exacerballAii  of  the 
an-T«nt  situation  for.  in  my  Judgment,  to  endeavor  to  dea    with  HcFadden 
In  the  context  of  transaction  accounts  wil     unnecessarily  complicate  a 
clear  public  interest  response  to  the  Court  decision  encouraging  those. lAo 
leek  merely  a  postponement  of  the  effective  date  of  the  Court  Order  OV  who 
uek  to  deny  the  benefits  of  HOH  accounts  to  the  residents  of  43  states. 

I  trust  that  you  share  ly  views  In  this  regard  and  I  would  appreciate 
your  response  by  Friday,  June  29.  1979. 


Enclosures:     H.R.  4305 
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Fsdaral  Horn*  Loan  Bank  Boani 


June   29,    1979 


The  Honorable  Fernand  J.  St  Gernain 

SubcomDlttee  on  Financial  Institutions 

Supervision,  Regulation  and  Insurance 
U.  S.  House  of  Representative a 
Roon  B-301,  Rayburn  Houne  OCCice  Building 
Washington,  D.  C.   20515 

Dear  Hr.  Chairman: 

This  is  in  response  to  your  letter  of  June  22,  1979>  concerning 
remote  Eervlce  units.   Vou  asked  for  a  briet  explanation  of  the 

Bank  Board's  existing  BSD  policy  plus  a  suimary  of  eiperinental 
RSU  units  approved  by  this  agency.   You  also  aaked  £or  our 
assurance  that  Interstate  RSU  applications  by  Institutions 
with  grandfathered  interstate  branches  would  not  be  considered 
by  the  Bank  Board  until  a  reasonable  tine  after  the  HcPadden  Act 
study  Is  reviewed  by  Congress  next  fall,  and  further  expressed 
hope  that  we  would  postpone  any  future  approval  action  in  United 
branching  states,  as  well.   In  addition,  you  enclosed  a  copy  of 
an  amendment  [In  the  nature  of  a  substitute!  to  H.R.  3SG4  contain- 
ing explicit  language  authorizing  Federal  stl.3  to  have  ItSUs. 

To  begin  with,  we  would  like  to  express  our  thanks  for  your 
uilllngneBE  to  provide  clear  atatutory  authority  for  RSU 
service  by  Federal  associations.  Our  findings  from  the  RSU 
experience  thus  far  have  led  us  to  believe  that  there  are 
definite  benefits  from  electronic  banking  to  be  derived  by 
both  consumers  and  Federal  SiLs,  particularly  In  the  areas 
of:  complementing  existing  Federal  association  service  delivery 
networks;  Increasing  market  sharesi  and  reducing  transaction 
costs.  Our  promulgation  of  permanent  RSU  regulations  last 
suramer  reflected  our  conviction  that  electronic  banking  has 
a  definite  place  In  the  future  of  the  S&L  industry,  and  that 
more  resources  and  dollars  to  develop  the  HSU  concept  would 
be  forthcoming  under  the  aegis  of  a  permanent  regulation  than 
in  the  context  of  a  temporary  experiment.  Pursuant  to  your 
request,  we  have  also  attached  a  suramary  of  RSV   units  approved 
by  the  Bank  Board. 
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In  light  at   tbe  recent  U-  S.  Court  of  Appeals  d«clsionf  tb* 
B«nlc  Board  has  decided  as  a  natter  of  policy  to  declare  a 
noratociUM  on  ^U.  future  or  pending  applicstlona  foe  new  R3D 
projects-  This  moratorium  will  encompasG  not  just  brand-new 
projectSi  but  also  applications  by  Federals  to  join  projects 
not  approved  previously  by  the  Bank  Board   It  will  not  extendi 
however,  to  additions  to,  and  adjustments  in»  existing  pcojecta. 
For  instance  the  Bank  Board  would  continue  to  entertain  appli- 
cations for  new  Federal  participants  in  existing  projects; 
BOdifications  of  operating  procedures  for  previously  approved 
systems]  and  expansions  by  addition  of  site.  However,  since 
April  20,  the  date  of  the  Court's  decision,  we  have  received 
only  seven  requests  outside  the  scope  of  the  moratorium.  These 
have  involved  requests  for  site  expansion,  extension  of  time 
to  open  approved  sites,  and  waiver  of  a  regulatory  condition, 
and  have  cone  from  associations  in  Ohio,  California,  Florida, 
Nebraska.  Kentucky,  and  Kinneeota.  It  has  been  our  expetience 
that  such  Modifications  are  often  very  necessary  far  competitive 
and  DBrketing  t 


During  the  period  of  uncertainty  prior  to  January  1,  1980, 
however,  applications  processed  will  be  evaluated  from  the 
standpoint  of  the  ability  of  the  applicant  to  afford  to  lose 
its  investment,  and  applicants  will  be  notified  formally  of 
the  existence  and  import  of  the  U.  S.  Court  of  Appeals  decision. 

As  a  practical  matter,  I  trust  that  the  Bank  Board's  moratorium 
policy  will  satisfy  your  concerns  regarding  RSU  operations 
in  the  Interstate  and  limited  branching  state  contexts.  Of 
the  ten  Federals  eligible,  by  virtue  of  grandfathered  out- 
of-state  branches,  for  interstate  RSU  operations,  only  one 
has  ever  sought  approval  of  an  Interstate  facility,  and  that 
application  was  subsequently  withdrawn.  We  are  unaware  of  any 
new  applications  of  this  kind  being  prepared.  Moreover,  we 
regard  it  as  very  unlikely  that  any  would  be  submitted  during 
the  period  affected  by  the  Court's  decision.  Regarding  the 
applications  in  limited  branch  States,  the  Court's  decision, 
as  one  would  expect,  has  had  a  distinct  chilling  effect  upon 
interest  in  even  modifying  RSU  projects,  and  we  likewise  doubt 
that,  practically  speaking,  the  Bank  Board  need  alter  its 
moratorium  during  the  period  in  question  in  order  to  avoid 
interfering  with  our  mutual  legislative  goals. 
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He  ai^reclate  your  inclusion  of  overdraft  authority  for  Federal 
aBSOciatlons '  use  in  connection  with  transaction  accounts  tn 
your  substitute  bill.   As  yau  know,  we  feel  very  strongly  that 
this  is  an  essential  requirement  1£  thrift  Institution  trans- 
action accounts  are  to  be  competitive  with  conunercial  bank 
transaction  accounts  and  attractive  to  consumera.  As  a 
technical  point,  we  would  prefer  that  the  substitute  use 
the  phrase  'overdrafts  with  regard  to"  NOW  accounts  in  the 
intaj;«iff^E  greater  clarity. 
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EFTS  STATUS  REPMT 
June  ZS,  19;9 


Prepared  by:   K.  01ine  Boyle,  Supervisor 

Program  Analysis  Development  Olvlsl 
Office  of  Industry  Development 
Federdi  home  Loan  Bank  Board 


SIMWRT  OF  RSO  APPLICATIONS  AS  OF 
JUIff   25,   1979 

1/74  to  6/25/79 

Applications  Approved: 

182 

Initial  Projects                                  59 
E.panslons                                           103* 
Modifications                                       20 

•Includes  11   notices 

Applications  Denied: 

8 

Applications   Returned: 

22 

Total  Projects                                           59 

Shared                                                    29 
Individual                                             30 

Financial   Institutions  Participation 

Shared:!/ 

Federals                                                      165 
State  S&L's                                               nS 
Coimerclal   Banks                                     340 
Other                                                      57 

Individual: 

federals                                                30 

Total   Federals  In  RSU  Projects 

195 

Projects  located  in  26  states  plus  District  of  Colioibia 

California                     Iowa                     Missouri 

Florida                              Kentucky               New  Jersey 
Georgia                              Maryland               North  Carolin 
Hawaii                            Massachusetts    Ohio 
Illinois                         Michigan             Oklahoma 

Pennsylvania 
Virginia 
Washington 
a        Ulsconsln 

Washington,  DC 
Uest  Virginia 

20  Projects  utillied  Fully-Automated  Teller  Equipment 
32  Projects  utilized  Merchant  Operated  Equipment 
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rst  FJILA  of  Kinta 
ntetc,  Mir.r.ESDEe 

retell  FSiUi 


Thrt!  ipproved  jppliciiions  htve  been  deleted  fron  the  list   In  the  firit  iwtlon  Of 
the  Status   Report:     First  FSSLA  of  San   Di^gp  and  Kid,Vwric:a   FSitA  have  idiised  t.le 
Board  that  they  xill   not  estaCHih  their  preoiousl/  epproved  RSUs   In  the  Chu1a  Vista 
Shop^iing  Center  and  the  FontJr.a  Shopping  Center,   rMpectively.     First  fSJLA  of  Aurori 

lii   figures  provided  in  the  'SuoEury  of 
Apprpved  Applications". 

The  folloHing  three  applications   received  under  the  February  Z9,   1S76  deadline  xere 
not  considered  sufficentlji  cemplete  to  be  acceptable  for  filing; 

1.  First  rsSLA  ot  Peoria.   Feoria.   Illinois 

2.  first  FStUI  of  Chicago,  Chicago,  ininois     (HOT  Systen) 

3.  Home  FS»Lft  of  Spring  Valley,  Spring  Valley,   Kinnesota 

ei>ed  under 
t   l»l!lth   of 

1.  'jtcfcsonville  Project.   JjcksoBvllle.   Florida 

2.  Oklahoiw  Project 

3.  Thrift  Services.   tsnsM  City,  Missouri 

<.  The  Eichan{e  Systeir..   Inc..   Seit'lt,  Washington 

S.  Denvef  Project,   Denver,  Colorado 

G.  Ueshington,   D.C. .   Project.  Washington.   D.C. 

7.  First  FSiLA  of  Eloin,   Elgin.   Illinois 

a.  Frooressive  FSSLA^  Houston,  Missouri 

9.  Capital   FSiLA/i,-:ier-ican  FSiLA,   Colorado 

10.  '-:ishi'>gton  Thrift  Project,   Seittle.  Wsshington 

The  following  eight  applications  received  under  the  Karch  31,   1S77  deadline  uire 
either  returned  without  prsjudice  beciuse  they  were  not  (1)  coniidsred  sufficientli 
CO.T:?lete  to  be  accfptible  for   filing  or  (2}  CKr;:leted  wit/.in  t   rsiSir.eble  tirie  fri: 

1.     511  te=oue  of  Sot th*! stern  Ohio  ?.     lirpulse   !!   -   Continental   Etnl  Sys: 

Cincinnati,  Ohio  Chictgo,   Illinois 

3.     "ii-ings  AiiociatioFi  Centre]  *.     Korth  Carolina  FrcjBCt 

Cor^cretion  (SAC),   California  Greensboro,   r.orf.  Cenilir.a 

S.     Shared  Services.   Inc.  6.     Washington  Thrift  Project 

Des  Moines,   Icwa  Seattle.  Veshington 

7.     5. L. A. I.E.  8.     far  Vest  FStLA 


,dhvGooglc 


179 

Chairman  St  Germain.  We  shall  now  hear  from  the  next  panel 
consisting  of  Gilbert  G.  Roessner,  past  president.  National  Savings 
and  Loan  Leamie;  Norman  Strunk,  executive  vice  president,  U.S. 
League  of  Savings  Associations;  and  Ellen  Broadman,  attorney  for 
the  Consumers  Union. 

Our  first  witness  on  this  panel  will  be  Ellen  Broadman  represent- 
ing the  Consumer's  Union.  We  will  put  your  entire  statement  in  the 
record,  and  you  may  now  proceed. 

STATEHEKT  OF  ELLEH  BROASHAN,  ATTORNEY,  WASHHTOTON 
OFHCE,  CONSUMERS  UNION 

Ms.  Broadm.\n,  Thank  you. 

It  is  a  pleasure  to  appear  before  your  subcommittee,  Chairman 
St  Grermain. 

Consumers  Union  supports  authorizing  NOW  accounts  nationwide. 
The  prohibition  asainst  NOW  accounts  no  longer  makes  sense.  Ini- 
tially it  was  intended  to  protect  the  solvency  of  financial  institutions. 
The  experience  of  the  six  New  England  States  and  New  York  demon- 
strate that  this  prohibition  is  no  longer  needed, 

NOW  accounts  allow  consumers  to  earn  interest  on  money  that  they 
leave  in  their  checking  accounts.  The  institutions  that  have  that  money 
earn  interest.  Why  not  the  consumers  too? 

We  realize  that  NOAV  accoimts  are  not  going  to  be  of  benefit  for  all 
consumers.  As  was  expressed  earlier,  many  people  will  lose.  People 
who  have  small  amounts  in  their  savings  accounts  and  write  many 
checks  will  find  out  that  they  are  going  to  lo^e  money  on  the  XOVV 
account;  that  they  would  be  better  off  with  the  traditional  checking 
or  savings  account. 

Even  so,  we  think  the  availability  of  this  new  choice  will  generally 
benefit  consumers. 

To  make  sure  that  NOW  accounts  do  benefit  consumers,  certain 
protection  should  be  written  into  any  bill  authorizing  NOW  accounts. 
Consumers  need  disclosures  .so  that  they  can  calculate  the  cost  of  hav- 
ing a  NOW  account  and  the  interest  that  they  will  earn  and  figure 
out  whether  they  will  earn  or  lose  money  by  opening  a  NOW  account. 

We  are  witnessing  a  banking  revolution.  New  accounts  are  being 
olTered.  Many  account  packages  are  going  to  be  offered  to  consumers. 
It  will  be  very  difficult  to  shop  and  to  figure,  out  exactly  what  pack- 
age, what  accounts  are  best.  unles.s  disclosures  are  given. 

The  GAO  just  completed  a  study  of  the  automatic  transfer  service 
accounts.  They  concluded  that  the  disclosures  that  were  given  with 
these  accounts,  and  in  the  advertisements,  were  so  inadequate  that 
consumers  could  not  estimate  whether  or  not  the  accounts  would  bene- 
fit them.  They  could  not  estimate  the  cost  of  the  accounts  or  the 
earnings. 

So.  again,  we  would  strongly  urge  yon  to  include  disclosure  re- 
quirements in  H.R.  100,  They  don't  have  to  be  complex.  They  could 
be  fairly  simple.  In  our  testimony,  we  list  a  few  items  that  we  think 
consumers  need  to  know  to  calculate  the  costs  and  earnings  on  NOW 
accounts. 

.\lso,  we  sugge-st  that  instrurtions  be  ffiven  to  consumers  on  how 
they  can  compute  costs  and  earnings  on  NOW  accounts. 
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H.R.  100  would  aiitliorize  businesses — all  businesses — to  use  NOW 
accounts.  This  provision  causes  us  concern.  In  the  States  that  cur- 
rently allow  NOW  accounts,  NOWs  are  only  available  to  individuals 
and  nonprofit  businesses.  This  bill  would  suddenly  authorize  NOW  ac- 
counts for  a  much  larger  group. 

We  are  concerned  that  the  increased  cost  to  the  financial  institutions 
of  [laying  interest  on  business  NOW  accounts  would  ultimately  get 
passed  on  to  consumers.  This  problem  should  be  studied.  If  a  legisla- 
tive provision  is  needed  to  assurp  that  consumers  do  not  finance  business 
NOW  accounts,  it  should  be  included  in  H.R.  100, 

Congress  must  act  quickly  on  H.R.  100.  If  no  action  is  taken  before 
January  of  1980,  many  consumers  who  have  NOW  accounts  and  want 
to  keep  their  accounts,  will  be  forced  to  close  them. 

In  closing,  I  would  like  to  make  one  comment  on  the  statement  that 
Mr.  Roessner  made  in  his  testimony.  He  suggested  that  the  court  of 
appeals'  decision  would  discourage  regulatory  bodies  from  authorizing 
new  kinds  of  consumer  services.  And,  he  urjjes  Congress  to  issue  a  state- 
ment to  counteract  that  impact  of  the  decision. 

In  many  situations,  the  agencies,  when  they  act  contrary  to  statutes 
that  Congress  passes,  they  harm  consumers.  Many  times  agencies  take 
away  imjiortant  consumer  rights.  So,  we  would  oppose  any  statement 
that  encourages  agencies  to  rewrite  congressional  legislation. 

Thank  you  for  this  opportunity  to  testify.  If  you  nave  any  questions 
I  would  certainly  welcome  them. 

[Ms.  Broadman's  prepared  statement,  on  behalf  of  Consumers 
I'nion,  follows:] 
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STATEMENT  OF 
ELLEN  BROADHAN, 
WASHINCTON  OFFICE,  CONSUMERS  UNION 


ON  FINANCIAL  I 
SUPERVISION,  RECULATION  AND  INSURANCE 

BANKIMO,  FINANCE  AND  URBAN  AFFA 


3   no  longer  apply.   The 


night  be  paid. 
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1  Banks  In  1971-1975  <1976). 
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Chairman  St  Ggrhcain.  Thank  you,  Ms.  Broadman.  I  assure  ;ou 
there  will  be  questions  from  the  panel. 
We  will  now  hear  from  Mr.  btrunk. 

STATEMENT  OF  NORHAK  STRUNX,  EXECUTIVE  VICE  PRESIDENT, 
U.S.  LEAGUE  OF  SAVIN&S  ASSOCIATIONS 

Mr,  Strunk,  Thank  you,  Mr.  Chairman. 

This  is  our  first  opportunity  to  appear  before  this  distinguished 
panel  in  this  Congress,  and  we  are  pleased  to  be  back  here  and  see 
so  many  familiar  faces  again. 

These  hearings,  of  course,  grew  out  of  the  April  20  decisions  of 
the  U.S.  Court  of  Appeals  for  the  District  of  Columbia,  with  respect 
to  some  of  the  administrative  actions  of  the  Federal  financial  institu- 
tions' regulatory  agencies.  We  are  pleased  to  have  had  some  part  in 
bringing  these  decisions  back  to  the  forum  where  tliey  properly 
belong — namely,  to  the  U.S.  Congress. 

We  have  said  that  we  regarded  the  automatic  funds  transfer  deci- 
sion by  the  court  of  appeals  as  a  victory  for  law  and  order,  and  we  are 
pleased  that  the  committee  is  dealing  with  these  subjects  so  promptly 
and  in  this  way. 

The  position  I  express  here  today,  Mr.  Chairman,  was  developed 
at  a  meeting  of  our  U.S.  League  of  Savings  Associations  board  of  di- 
rectors and  executive  committee  in  Ixis  Angeles  2  weeks  ago.  Our  board 
consists  of  one  director  from  each  State;  our  executive  committee 
represents  15  regional  districts. 

Thus  this  is  an  official  position  developed  very  carefully  after  an 
extensive  review  of  these  issues. 

Now  as  most  members  of  the  subcommittee  are  no  doubt  aware,  sav- 
incs  and  loan  people  generally — not  all  of  them,  but  most  of  them — 
would  prefer  that  there  be  no  automatic  transfer  services  on  the  part  of 
commercial  banks,  no  share-draft  services  on  the  part  of  credit  unions, 
and  no  further  extension  of  the  NOW  account  program  beyond  New 
York  and  New  England. 

But  we  do  appreciate  that  the  savings  and  loan  business  is  a  crea- 
ture of  government,  both  State  and  Federal,  and  that  our  business 
cannot  be  conducted  necessarily  as  each  of  our  individual  executives 
misht  prefer. 

We  appreciate  that  our  institutions  were  created  to  serve  the  savers 
and  the  homebuildinc  economy  and  provide  opportunities  for  home- 
ownership  and  a  higher  housing  standard  of  living.  This  is  the  role 
expected  nf  us  bv  legislative  bodies — ^both  the  Contrreas  and  the  State 
legislatures — and  our  business  of  course  will  respond. 

As  T  sav.  we  welcome  therefore  the  initiative  of  this  subcommittee 
in  promptly  addressing  these  issues  so  that  the  public  interest  may  be 
served. 

Our  resorvation.s  about  AFT.  share  drafts  and  NOW  account 
powers  do  not  extend  to  the  appellate  court's  decision  invalidatine  the 
Home  Loan  Bank  Board's  rules  iwrmifting  these  otf-premises  remote 
service  units.  These  have  been  used  only  limitedly  in  our  business,  and 
it  is  difficult  to  see  how  an  electronic  convenience  device  for  with- 
drawals is  in  anv  way  competitive  with  or  parallel  to  an  AFT  service, 
share  drafts  or  NOW  accounts. 
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Turning  specifically  to  H.R.  3864,  we  are  uncertain,  frankly,  of  the 
results  of  a  general  permission  for  banks  to  pay  interest  or  checking 
accounts — both  interest  on  checking  accounts  by  business  firms,  as 
well  as  by  individuals. 

It  is  important  that  we  keep  the  strength  of  the  banking  system  in 
this  country  in  mind.  And  while  latter-day  academicians  and  aca- 
demic students  today  deny  that  the  payment  of  higher  interest  on 
demand  deposit  funds  in  the  twenties  had  anything  to  do  with  the  col- 
lapse of  the  hanking  system  in  the  Great  Depression,  we  think  that  the 
Congress  should  move  cautiously  before  substantially  increasing  the 
money  costs  of  our  commercial  banks. 

We  are  also  concerned  that  the  removal  of  the  prohibition  applica- 
ble to  all  checking  accounts  would  result  in  not  only  a  general  weaken- 
ing of  the  fabric  of  commercial  banking,  but  it  would  oe  no  assurance 
that  the  individual  depositors  would  get  less,  while  business  firm  de- 
IKisitors  would  be  getting  more. 

Finally,  we  are  concerned  that  interest -bearing  checking  accounts 
might  accentiiate  the  already  considerable  concentration  of  the  bank- 
ing assets  of  this  country  in  the  hands  of  what  we  would  call  the 
"suixTsized  banks." 

We  realize  of  course  that  one  cannot  stop  technology  and  should  not 

Spt  in  the  way  of  serving  the  changing  n^ds  of  the  American  people, 
«t  it  is  a  big  leap  to  move  from  accommodating  progress  in  banking 
technology  and  trying  to  serve  the  consumers  of  this  country  better  to 
removal  of  the  long-standing  prohibition  against  paying  interest  on 
checking  accounts  and  demand  deposits. 

Tummg  to  the  subject  of  NOW  accounts,  this  of  course  is  the 
fourh  Congrses  where  this  subcommittee  has  grappled  with  this  dif- 
ficult subject.  I  think  membei-s  of  the  subcommittee  are  well  aware 
of  the  strong  and  rather  long-standing  reservations  and  concerns  on 
the  part  of  savings  and  loan  people  with  respect  to  offering  NOW 
accounts. 

We  have  had  three  basic  concerns. 

The  first  has  been  the  concern  that  our  institutions  with  their  staffs 
and  equipment  would  not  be  able  physically  to  offer  this  interest- 
bearing  checking  account  type  of  service.  The  results  in  New  York  and 
New  England  and  in  Illinois  where  there  is  a  noninterest-bearing  type 
of  NOW  account  offered  by  the  St  ate -chartered  association,  has  elmi- 
inated.  or  has  minimized  these  concerns.  We  have  found  that  thrift 
institutions  can  offer  this  type  of  service  without  any  major  expan- 
sion of  personnel  or  equipment, 

A  second  concern  has  been  the  anticipated  cost  of  this  operation. 
In  particular,  the  cost  of  the  deposits  generated  by  NOW  accounts. 
We  found  that,  in  addition  to  the  5-percent  interest,  there  is  an 
operating  cost  that  in  some  institutions  is  2  percent  more,  in  some  3 
percent  more,  and  a  few  figures  show  it  is  4-percent  operating  cost. 

Our  people  at  least  a  year  ago  were  not  persuaded  that  they  could 
afford  to  pay  S  or  fl  percent  for  money.  They  realized  also  that  this  is 
a  volatile  type  of  money  which  is  not  appropriate  for  our  type  institu- 
tions. At  least  wo  couldn't  imest  that  in  home  loans. 

However,  with  the  advent  last  summer  of  money  market  certificates, 
our  people  dont  think  that  the  NOW  account  money  is  nearly  as  ezpen- 
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sive  today  as  it  looked  last  year.  In  compariaon  with  the  6-month 
money  market  certificate  money,  8-percent  money  is  less  expensive 
compared  to  the  other  kind  of  money  that  we  are  getting. 

We  have  also  learned  of  course  that  NOW  accounts,  where  per- 
mitted, have  not  become  a  significant  part  of  our  total  deposit  structure. 
In  New  England  it  amounts  to  only  2  to  3  percent  of  the  total  deposits. 
So  I  might  say  that  two  of  the  three  reservations  that  we  have  had 
with  respect  to  offering  NOW  accounts  are  beginning  to  disappear  in 
the  minds  of  many  of  our  people. 

But  the  third  concern  is  still  there.  That  is,  the  fear  that  this  new 
deposit  service  would  jeopardize  the  savings  rate  differential  under 
regulation  Q  for  ordinary  savings  deposits. 

This  concern  is  very  significant.  It  is  real,  and  it  still  persists.  The 
commercial  bankers  across  the  country  of  course,  have  added  to  this 
concern  by  threatening  us  that  they  will  come  down  here  if  we  get 
NOW  accounts  to  see  the  differential  is  eliminated. 

More  significantly.  Members  of  Congress  on  both  sides  of  the  aisle, 
and  those  on  the  bariking  committees  as  well  as  those  not  on  the  banking 
committees,  have  told  us  that  they  felt  that  the  arrival  of  NOW  ac- 
counts at  thrift  institutions  would  most  certainly  mean  the  loss  of  the 
differential,  or  at  least  substantially  hasten  the  day  when  the  differen- 
tial is  eliminated. 

Now  yon,  Mr,  Chairman,  have  not  been  among  those  who  have  said 
that  the  spread  of  NOW  accounts  to  our  institutions  nationwide  will 
mean  the  loss  of  the  differential.  The  differential  is  there,  as  you  know. 
because  of  our  specialized  investments.  The  assets  side  of  our  business, 
and  thecongressionally  mandated  ;iob  we  perform  for  housing,  requires 
the  differential  not  because  of  the  deposit  we  take  in. 

Nevertheless,  the  congressional  statements  have  added  to  the  fears  of 
our  people  that  if  we  would  get  NOW  accounts  we  would  lose  the  differ- 
ential. And  as  between  the  two,  having  NOW  accounts  and  losing  the 
differential  or  not  having  NOW  accounts  and  keeping  the  differential 
there  is  no  question  as  to  where  our  people  come  down. 

We  would  much  prefer  to  keep  the  differential.  We  feel  wp  have  to 
keep  the  differential  even  with  NOW  accounts.  Clearly,  the  NOW 
account  is  no  substitute  for  the  differential.  If  giving  us  NOW  accounts 
means  further  loss  of  or  erosion  of  the  differential  on  savings  accounts 
generally  and  the  clear  elimination  of  the  differential,  then  we  say 
don't  give  them  to  us. 

I  know  that  the  regulation  Q  and  the  broader  powers  for  thrift  insti- 
tutions are  not  officially  a  part  of  this  legislation,  and  not  germane  to 
this  particular  he-aring.  It  is  not  on  your  agenda.  But  I  do  want  to 
suggest  that  in  dealing  with  the  checking  account  and  the  NOW 
account  question,  we  would  hope  that  Congress  would  consider  draft- 
ing a  multisub^ect  thrift  institutions  reform  bill  that  will  put  the  regu- 
lation Q  is.sue  to  bed  for  some  time. 

A  lO-year  extension  of  the  law  should  be  provided  with  the  differen- 
tial guaranted  for  at  least  the  first  5  years,  particularly  if  you  proceed 
to  deal  with  the  NOW  account  issue  nationwide.  That  10-year  exteji- 
sion  should  be  followed  bv  a  congi-essional  studv  of  the  actual  market- 
place effect  on  thrift  institutions  having  the  differential,  and  simulta- 
neously offering  NOW  accounts.  The  study  -should  emphasise  the  earn- 
ings capability  of  thrift  institutions  after  the  5- year  period. 
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Our  prepared  statement  deals  at  some  length  with  what  might  be 
a  broader  bill.  Principally,  we  need,  as  we  have  expressed  many  times, 
and  as  Chairman  McKinney  has  expressed,  greater  interest-rate  flexi- 
bility, specifically,  the  VRM,  aod  a  type  of  renegotiable  mortgage. 

Thus,  let  me  say  in  conclusion  that  our  organization  would  hope  that, 
in  seeking  answers  to  the  questions  raised  by  the  court  of  appeals' 
ruling,  that  your  subcommittee  would  propose  a  package  to  enable  U6 
better  to  perform  our  service.  If  that  package  should  provide  us  NOW- 
account  authorityj  it  should  also  encourage  greater  asset  flexibility  and, 
as  I  say,  a  meaningful  extension  of  the  regulation  Q  law  with  the 
differential. 

Thank  you. 

[Mr.  Strunk's  prepared  statement,  on  behalf  of  the  tT.S.  League  of 
Savings  Associations,  follows :] 
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STATEMENT  OF  NOHtUH  STRDHE 
OH   BEHALE  OP  THE  U.S.  LEAGUE  OF  SAVINGS  ASSOCIATIONS 
IE  BOUSE  SUBCOUaiTTEE  ON  PINANCtAI,  IHSTITDTI0N3'  SUPERVISION, 

HttiULATION  Ai<l>  IhaUKAnCe 


KB.  CHAIRMAN: 

Hy  D>Be  Is  Norman  Strunk.   I   ta  Exflcutlve  Vice  President 
of  tbe  Uaited  States  League  ol  8>v1des  Associations*  beadquartered 
in  CbicBEo,   IlliDolB. 

This  Is  our  rirst  opportunity  to  appear  before  tbis 
distlnguisbed  panel  in  the  96tb  Coasress  and  I  an  pleated  to 
see  once  asaln   so  maa;  familiar  faeea;   I  *elcome  the  opportunity, 
as  well,   to  greet  Che  new  members  of  your  Subconoittee.     ?roB 
our  experience,   it  eould  be  difficult   to  find  a  harder-worklag 
■nd  more  capable  Subcommittee   leadership  and  staff  on  Capitol 
Hill. 

These  bearings,  of  course,   grow  out  of  the  April   20 
decisions  of  the  D.   8.   Court  of  Appeals  with  respect   to  several 
administrative  actions  of  tbe  Federal   financial   Inetltutlons" 
regulatory  agencies.     We  are  pleased  to  have  bad  a  considerable 
part   in  creating  the  situation  that  baa  brought  the  decision -making 
in  regard' to  commercial  banking  and  thrift   institution 


*The  United  States  Les^c  of  Saving!  AsaodaHona  tformerly  ths  Unltsd 
States  Savings  and  Loan  League)   has  a  membership  of  4,400  uvlngi  and 
loan  associations  representing  99-213%  of  the  aiaels  of  the  tSlO  bltUon  savings 
and  loan  business.     League  member  ship  includes  all  types  of  aBsociations  — 
Federal  and  state-chartered,  insured  and  uninsured,  stock  and  mutual. 
The  principal  ofricers  are:     Joseph  Benedict.  President,  Worcester,  Mass.: 
Ed  Brooks.  Vice  President.  Richmond.  Va. ;  Lloyd  Bowles.  Legislative  Chairman. 
Dallas.  Tex.;  Norman  Strunk.  Executive  Vice  President.  Chicago.  Ill:  Arthur 
Bdgeworth,  Director- Washington  Operations:  and  Glen  Troop,  Legislative  Director 
League  headquarters  are  at  lU  E.  Wacker  Dr.,  Chicago,  111.      eOGOl;   and  the 
tfaahington  OfRce  is  located  at  1109  New  York  Ave..  N.W.,  Wash.,  D.C.     20O0t 
Telenhone:      (202)   637-8900. 
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basic  powers  back  to  tbe  iream  BlierB  the7  h>VB  i.l«&7s 
belonKfld  —  tt>«  a.  S.  CoDgress. 

Tbe  suit  brouEbt  by  the  U.  8.  LeaEue  against  tb« 
Federal  Reserve  and  the  Federal  Deposit  Insurance  Corporation 
to  test  the  legality  of  the  automatic  fund  transfer  plans 
was  brought  out  of  our  conviction  tbat  such  Issues  sbould 
be  detennlaed  by  tbe' Congress  and  not  ij   tbe  Independent 
regulatory  agencies  unless,  of  course,  there  Is  a  clear 
delegation  of  authority  to  aake  such  decisions  adnlDlstratlvely. 
In  the  case  of  automatic  lund  transfer  services  by  the 
eoomercial  banks,  we  were  convinced  that  this  was  an  Illegal 
action  under  tbe  Banking  Act  ot  1933  and  P.L.  93-100,  the 
nationwide  problbltlon  on  interest-beariDg  negotiable  orders 
of  withdrawal.  We  regard  the  decision  by  tbe  U.  S.  Court 
of  Appeals  as  a  "victory  for  law  and  order." 

We  also  brought  tbe  action  in  the  Federal  courts'for 
coapetitive  reasons.  We  were  concerned  that  If  the  banks. 
In  effect,  offered  interest-bearing  checking  aceouuta  —  while 
our  iDStitutioas  bad  no  similar  authority  —  the  position  of 
the  thrift  institutions  and  the  market  tor  consumer  savings 
would  be  seriously  eroded.  Host  savings  and  loan  association 
managers  would  prefer  tbat  there  be  no  automatic  transfer 
services  on  the  part  of  ccamerclal  banks,  no  share  draft 
services  on  the  part  of  credit  unions  and  no  further  extension 
of  the  NOW  account  program  beyond  New  Tork  and  New  England. 

We  appreciate,  however,  that  the  savings  and  loan 
business  Is  a  creature  of  government,  both  Federal  and  state, 
and  that  our  business  cannot  be  conducted  c 
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own  assoclBtloD  exacutlvea  and  directors  mlgbt  prefer,  le 
ttppreciate  tbat  our  iDstltutioaa  were  created  to  serve  tbe 
rera  and  liOMe  building  econoBy  and  provide  opportunities 
r  booe  ownersblp  and  a  blgber  bousloK  standard  of  living 
r  all  Americans.  Tbat  Is  tbe  role  expected  of  us  b; 
leslslatlve  bodies,  both  the  Coagreas  and  state  legislature^ 
and  our  business,  al   course,  will  respond. 

le  welcome,  tberefore,  the  initiative  of  tbe  Floaaclal 
iDatitutions  Subcommittee  in  promptljr  addressing  tbese  issues 
so  tbat  the  public  Jnterost  may  be  served. 

As  you  mlgbt  expect,  our  reservatloos  ab.;ut  AFT,  sbare 
draft  and  NOW  account  deposit  powers  do  not  extend  to  the 
appellate  court's  decision  invalidating  the  Federal  Hoim 
Loan  Bank  Board's  rules  penoltting  off-prealses  remote 

9  flSUs  have  been  used  in  only  a  limited 
It  is  difficult  to  see  how  an  electronic 
Bnience  system  for  withdrawals  la  In  any  way  comparable 
r  competitive  with  an  ^^  service,  sbare  drafts  or  NOW 


Mr.  Chairman,  you  are  to  be  complimented  for  responding 
ly  to  tbe  Judicial  action  by  introducing  H.R.  3884,  so 
Interested  parties,  such  as  our  bustnesa,  might  reexamine 
Ituatlon  in  llgbt  of  tbe  changed  circumstances. 
The  Court,  as  we  all  know,  stayed  Its  rulings  until 
lanuary  1,  1980  in  tbe  "tirta   expectloa  that  tbe  Coagreaa  will 
ipeedlly  review  the  overall  situation  and  make  such  policy 
ludgment  ...  by  authorizing  in  whole  or  in  part  the  methods 
if  fund  transfer  Involved  in  tbia  caae  or  any  other  matboda 
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m  lit   to  legltlDize,   or  coDveraely,  b;  declloiDE  to 

the  lanKuage  of  exlsttiiB  statutes." 

.on  with  B.R.    3864,  wblcb  would  rapeal   tb« 
inking  Act  of  1933  problbitlng  tbe  p^jBteat 
nd  deposits,   we   are  uncerttilD  Ot   tbe 
.1  peralssion   for  baaks  to  pa;  Interest  od  cbecklst 
IBS  linia  tts  well   aa  to  Individuals.      It   is 
keep  tbe  etrenstb  of  tbe  baoking  system  in 
nd.     Iblle  latter-da;  acadenilclans  den; 
!  hlgb«r  interest  on  deDaod  funds  In  tbe  20'a  had 
b  tha  collapse  of  the  banking  syaten  In 
on,  we  think  the  Congress  ought  to  dov* 
substantiall;  Increasing  tbe  ouine;  costs  ot 
ks  and   It  would  appear  that  removal  of  the 
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of  tbe  Aoerlean  people.  It  Is  a  bl(  leap,  bowever,  to 
■ove  froa  accoooiodatlDK  progress  in  baoklng  tecboolog; 
to  a  basic  departure  froo  tbe  loDg-ataDdlng  problbltloo 
agalDBt  parlDg  Interest  on  cbeckiog  accounts  aod  deoaod 

In  connection  wltb  tbls  issue.  It  is  inevitable 
tbat  coDsideration  be  given  to  tbe  subject  of  NOW  accounts. 
NOW  accounts  bave  been  limited  (eJtcapt  in  their  earliest 
days)  to  individual  customers  and  non-profit  corporattons 
In  tbe  seven  states  ebere  tbey  are  offered. 

Tbls  Is  tbe  fourtb  Congress  vbere  tbls  Subcaonittei 
baa  grappled  with  the  difficult  subject  ot  NOW  accounts. 

Ton  are  well  aware  ot  tbe  strong  and  loug-standlng 
reservattoDa  □□  tbe  part  of  savings  and  loan  people  with 
respect  to  offering  HOI  accounts.  We've  had  three  basic 
concerns.  Tbe  first  bas  been  tbe  coacero  that  our  : 
with  their  ataffa  and  equlpaent,  would  not  be  pbyslcallr  >bl< 
to  offer  this  Interest-bearing  checking  account-type  service. 
Our  people  bave  seen  tbe  large  aokouats  of  paper  and  machtnes 
in  coanerclal  banks  and  bave  been  concerned  tbat  tbe;  Just  cc 
sot  cope  wltb  these  probleaa.   (I  nlgbt  add  that  coanerclal 
bankers  have  tended  to  enpbaalze  this  aspect  of  tbeir 
cbecklng  account  operations  in  conversations  wltb  aavlngs  an< 
loan  people  In  recent  years.)  The  results,  bowever,  in  New 
England  and  more  recently  in  New  York  bave  reduced,  though 
not  eliminated. these  concerns;  more  savings  asaoclation 
Banagers  have  been  persuaded  that  transaction  account  aervlot 
can  be  offered  without  any  Bajor  expansion  In  personnel  or 
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equipmeni. 
helpful  la 

Tbe  second  conce: 
thla  operatloQ  kdcI  part: 
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■D  alleged  "ioterest  r&te  gap".  Tbey  bave  c 
told  our  people  tb>t  If  se  ever  got  cbecklng  nccouDts  or 
nov  accounts  we  would  lose  tbe  differential  so  vital  for 
bme  finance  and  so  vital  II  our  spectilllzed  institutions 
■re  to  compete  for  savings  against  full~servlce  banks. 

We  are  aware  that  this  Is  a  major  part  of  tbe  prograa 
of  the  American  Bankers  Association  — ,  as  reafflraed  Just 
two  weeks  ago  at  their  Banking  Leadereblp  Confereoce  at  the 
Greeobrlar.  Hore  signif Icantljr,  a  nuaber  of  Members  of 
Congress  on  both  sided  of  the  aisle  —  those  on   the  Banking 
Coosiittees  as  well  as  those  not  on  tbe  Banking  Conxalttees  — 
bave  felt  that  the  arrival  of  HOI  accounts  at  tbrlft 
institutions  would  certainly  mean  the  loss  of  the  dlfferantia 
or  substantially  hasten  tbe  day  wbeo  the  differential  would 


You,  Hr.  CbalrmiD,  bave  not  been  among  those  who 
have  said  that  the  spread  of  NOW  accounts  to  our  institutions 
nationwide  need  mean  the  loss  of  the  differential.  The 
differential  Is  tbere  because  of  our  specialized  investments 
—  the  assets  side  of  our  business  and  tbe  Congress looally- 
maadated  role  we  perform  for  bousing  —  not  because  of  the 
deposits  we  take. 

Just  tbe  same,  savings  and  loan  people  have  been 
convinced  that  as  between  the  maintenance  of  the  differential 
aadtbe  power  to  offer  KOW  accounts,  the  differential  Is  bj 
far  tbe  most  Important  of  the  two.  Numerous  marketing 
studies  bave  confirmed  these  instincts  of  our 
people.  Our  experience  since  mld-Harcb,  when  tbe  regulators 
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renovBd  the  differential  wbea  tbe  Hone;  Hnrket  Certiflcats 
Index  exceeds  91,  has  reconfirmed  this  notion.   Since  we  have 
lost  the  differential  on  mne)'  sarket  certlflcatas  tbe  flow  of 
funds  Into  lOIC's  In  our  Institutions  from  sources  other  tban 
rollover  of  our  own  deposits  has  virtually  stopped. 

Clearly  the  NOW  account  is  no  substitute  for  the 
differential.   If  giving  us  HOR  accounts  means  further  loss  or 
erosion  of  the  differential  on  savings  accounts  generally,  then 
we  say:  don't  givs  tben  to  usi 

Incidentally,  tbe  Hew  England  experience  indicates 
thai  there  has  been  no  significant  shifting  of  savings  funds 
between  coonercial  backing  and  thrift  institutions  as  a  result 
of  thrift  lastltutioos  in  those  states  having  HOW  accounts. 
The  facts  and  history  In  New  England  suggest  that  ths  advent 
of  HOW  accounts  nationwide  to  thrift  institutions  should  provide 
no  rational  argument  whatsoever  in  favor  of  the  loss  of  the 
differential.  But,  frankly,  our  coucerns  exist,  and  we 
feel  that  we  nust  have  substantial  assurance  frco  tbe  Congress 
that  tbe  differential  will  be  preserved  tor  those  Institutions 
offering  NOV  accounts  as  well  as  those  not  offering  NOW  accounts 
This  assurance  should  be  a  long-term  extension  of  Regulation 
Q.   And  we  think  that  tbe  language  of  ths  law  relative  to  tbe 
"statutory  differential"  should  be  updated.   Section  102  of 
Public  Law  94-200  provided  for  Cangressional  review  of  any 
reduction  or  ellotnatlon  of  the  differential  In  any  account 
category  in  exlstsnce  on  Deceaber  10.  1979;  the  agencies 
have  DOW  exploited  this  loophole  twice  —  by  creating  a  new 
classof  accounts  tor  retirsBsnt  savings  with  rate  parity,  and 
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b7  the  adailDietrx.tlve  nctlon  of  Harcb  IS  od  the  Konej  Harket 
Certificates  described  above.  These  end-runs  arouod  jrour 
Subcomilttee  and  the  Congress  should  not  be  pemltted  t 
The  C  S.  League  calls  upon  the  Congrsta  to  updats  tb«  December 
10,  197S  provlGloD  and  provide  for  IsBlslatlve  review  Bbeaever 
the  agencies  propose  to  reduce  or  eliminate  the  differential 
for  COD sumer- sized  savipgs  categories  now  in  existence  or 
hereafter  created  under  Regulation  Q. 

■e  vould  suggest  that  Congress  consider  drafting  a  multi- 
subject  thrift  institution  reform  bill  that  will  put  the 
Regulation  Q  issue  "to  bed"  for  some  time.  1  ten-rear 


extension  of  the  li 
guaranteed  fo: 
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Institutions  having  the  dl: 
offering  HOV 
eapabilitr  of  thrii 

We  would 
propaganda  of  coomerc: 
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offered  and  adopt 
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Institutions.  The 
limted  but  necet 
clear  signal  to  t 
with  nationwide  t 


ihould  be  provided  with  the  differential 
;  the  first  five  years,  followed  hj 
the  actual  marketplace  effect  on  thrift 

il  and  simultaneously 
along  with  a  look  at  the  earnings 
istitutlona  after  that  five-year  period, 
urther  that  tbs  Congress  reject  the 
banking  organizations  which  want 
.1  to  the  types  of  deposit  services 
ead  our  point  of  view  that  the  Regulation 
lated  to  the  asset  mix  at  our  specialized 
slatlon  we  have  in  nind  would  provide 
r;  flexibility. in  asset  nflx,  including  a 
Federal  Borne  Loan  Bank  Board  to  proceed 
lable  rate  and  renagotiable  mortgage 


We  would  urge  that  an  appropriate  package  of  flni 
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Institution  legisIatloD  Include  tlie  authorization  to  our 
iDstltutions  to  make  cODSumer  loans  up  to  3  to  SI  of  a*sets. 
some  Increased  authorlt;  for  our  institutions  to  Invest  In 
service  corporations  and  s  substantial  increase  in  the  anouot 
or  deposit  Insurance  applicable  to  all  deposit  accounts 
(including  full,  1001  FSLIC/FDIC  insurance  for  public  funds 
as  approved  by  tbls  Subcoamittee  In  1974.)   Furtbenoore, 
to  strengthen  our  capital  adequacy  situation,  aggravated 
by  high-cost  savings  plans  such  as  the  Honey  Uarket  CDs, 
we  would  recoonend  tbat  such  a  paclcage  embody  H.R.  3305, 
reduclQg  the  Federal  Insurance  Reserve  target  from  SI  to 
41  and  H.R.  3306  ,  authorizing  mutual  capital  notes  —  both 
Introduced  by  Chairman  St  Genneln.  If  such  a  program 
could  gala  Congressional  support,  it  could  also  include 

nationwide,  the  authorlzatlcnof  NOV  accounts  to  comnercial 
banks  nationwide  and,  of  course,  share  drafts  for  credit 
unions.  This  package  should,  of  course,  restore  the  authority 
to  the  Booe  Loan  Bank  Board  to  continue  to  regulate  remote 
service  uolt  convenience  facilities  for  savings  and  loan 
association  customers. 

Two  elements  of  this  package  —  the  signal  for  the 
FHLBB  to  proceed  with  nationwide  VRIf  and  renegotlable  note 
opportunities  for  Federally-chartered  StLs,  and  the  ' 
of  a  long-term  Q  extension  —  deserve  further  explanation. 

Let  me  begin  by  saying  that  «e  regret  the  Inability 
of  our  Institutions  to  pay  tbe  currently  bigb  money  market 
rates  to  all  of  our  depositors  or  savers.  The  savings  and 
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loan  business  baa  always  been  tba  friend  of  the  small 

Tbroughout  tbe  busiDesa  cycle  >e  provldn  returns 

very  cooipetiUve  with  otber  forms  of  savijga.   We  prov 

(treat  many  services  to  him.  Host  of  our 

braocbes  and  mucb  of  our  office  structure  are  geared 

to  provldlne  services  to  tbe  tmaller  depositor. 


that  depositors  can  make  a  deposit  and  witbdrawal  quickly 
and  easily  in  our  passbook  accounts  all  represent  the  types 
of  services  ae  render  for  our  depositors  even  though  they 
do  oot  Bbow  up  in  the  rate  of  return  we  can  advertise. 
Tbe  reason  for  our  inability  to  offer  110,000  money  market 
certificates  at  much  lower  denooicatlons  and  our  ioability 
to  pay  blgber  rates  to  passbook  depositors,  of  course,  sterna 
frocd  tbe  nature  of  our  assets,  tbe  long-term  fixed-rate 
mortgage  loans.   (Even  the  SlLa  with  VRHh  In  California, 
of  course,  with  tbe  tigbt  rules  on  the  magnitude  and 
frequency  of  rate  adjustments  are  in  no  position  to  match 
the  nearly  SX-ln-slx-montbe  runup  in  market  rates  experienced 
in  the  latter  months  of  1978  and  early  -79. ) 

Unlike  commercial  banks,  which  can  rather  rapidly 
Increase  the  interest  rates  on  much  of  their  loan  portfolio, 
■Dd  unlike  our  state-chartered  institutions  In  California 
and  a  few  other  states  whlcb  have  a  limited  capacity  to 
Increase  earnings  from  existing  mortgages  through  use  of  the 
variable  rate  or  the  renegotiable  mortgage,  «e 
Just  do  not  generate  the  income  from  our  loan  repayments 
to  pay  higher  rates  across-the-board  to  out  depositors. 
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1  prevail  ttirougbout  the 
t   period  of  hlEb  interest  rates.  As  ;ou  Iedov,  we  bave 
b*«n  urglDg  tor  some  time  a  broader  autborlzatioa  to  use 
vaTlible  rate  nortgaESB  or  tbe  reneeatiable  mortBage.  Tbe 
use  of  tbe  VHU  Id  tbe  past  few  years  by  some  of  tbe  larger 
California  state-cbarlered  iDstitutlons  bas  improved  tbelr 
abllltf  to  Beet  tbe  competition  for  hlgb  rate  deposit  nosey. 
The  Federally- charts red  assoclatioas  in  California  are  Just 
beginnlDg  to  acquire  some  ability  to  live  aitb 
higher  interest  rates  if,  perish  the  thought,  they  persist 
throughout tbls  ysar  and  Into  tbe  next  year. 

Authorization  of  variable  rate  mortgageB  nationwide 
to  all  Federally- chartered  associations  by  the  Home  Loan 
Bank  Board,  as  we  bave  been  urging,  would  give  very  little 
help  la  Deetlag  current  dsDaods  for  higher  interest  rates 
for  small er-balsDce  depositors.  Buti  such  authority  would 
promise  help  in  the  next  period  of  high  interest  rates. 
With  tbe  arrival  of  tbe  HHC's  there  has  now  been 
Introduced  substantial  tle;tibl11ty  In  tbe  savings  side 
of  tbe  business  under  Regulation  Q.   As  we  told  your  Subcoonlttec 
last  August,  tbe  long-term  health  of  our  business  now  demands 
that  we  begin  to  build  soae  Interest  rate  flexibility  Into 
our  OKirtgage  portfolio. 

Certainly,  we  hope  interest  rates  will  go  down  within 
the  next  year  or  two.  We  will  hopefully  bave  a  few  years 
of  somewhat  lower  interest  rates.   If  during  those  years 
we  can  utilize  variable  rals  mortgages  (and/or  tbe 
renegotlable  nortgage)  we  will  then  be  In  a  position  during 
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tbe  next  credit  cruncb  tad   period  of  high  loterest  ratei 
ta  Beet  the  needa  of  our  depositors  i.iid  borrowers.   It 
Kenbors  of  this  Subcommittee, IndlviduBllf  or  by  resolut: 
would  urge  the  Hone  Loan  Baak  Board  to  proceed  with  the 
variable  rate  mortgage  optioa  nationwide.  It  would  be  a 

OUT  ecoDomy.  If  we  are  KOlnE  to  coutinue  to  have  narket- 
related  flexibility  on  our  liability  side  (like  the  UUCs), 
t  we  promptly  begin  to  bulld-lD  earnings 


flexibility  on  tbi 

■e  are  also 

extension  of  Reguli 


aware  of  suggestions  that  a  long  term 
a   Q  night  be  permitted  if  it  Involved 
rdalned  stairstep  Increase  In  existing 
savings  rate  ceilings  over  a  period  of  time,  until  the  limits 
become'  meaningless.   It  Regulation  Q  is  to  be  "phased-out" 
over  a  period  of  tlve  or  ten  years,  there  are  better  ways 
to  accomplish  such  a  goal.   I  should  add  that  a  substantial 
step  W1.S  ti.ken  In  this  direction  by  tbe  tying  of  B  major 
rate  control  category  last  summer  to  market  rates 
(tbe  Uoney  Uarket  Certltlcates'  Experience,  as  now 
modified  by  tbe  sacrifice  ot  tbe  differential  tor  thrift 
institutions  when  those  rates  exceed  9X  >.  Each  new  certificate 
plan  at  blgb, Indexed  rates,  and  each  new  element  ot 
variability  or  reduction  In  the  restraints  on  premature  nltbdrawal 
bas,  regrettably,  been  a  step  Id  the  pbase-out  of  the  Regulation 
Q  program. 

The  O.    S.    League  recoomeuds,  instead,  a  stralghttomard 
loDg-term  Q  extensioD,  with  the  differential  assured. 
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Lie  soae  savings  s 
;ssively  seeking  ■ 
1  baak-type  pooerE 
been  among  tbe  financial  Is 
any  significant  departui 
savlsge  and  loan  t 


3an  people,  for  sure,  have 
Have  been  regarded  as 
tbe  U.  S.  League  has  never 
.nstitutiona  trade  groups  advocating 
from  tbe  initial  concepts  of  tbe 
encouraging  tbrlft  through  savings 


I  tblD) 


a  and  providing  a  place  for 
:  if  we  conducted  a  pleblsci 
early  that  our  people  would 
Ltloas  coDtlQue  to  perform  w 


the  (In 


ncing  of  boaea. 

o  see  our  floancial 


t  tbe  eroBloD 


[  Dlgbt  cal 
basics  or  fundamentals.  We  bave  been  concerned  ■ 
Of  the  basic  concept  of  specialization  in  out  financial  iDBtltutloo 

Therefore,  in  conclualon,  our  organization  vould  hope 
that  In  seeking  answers  to  tbe  questions  raised  by  tbe 
Court  of  Appeals'  rulings  your  Subconralttee  would  propose  a 
package  to  enable  us  to  better  perform  our  specialized  role. 
This  result,  we  believe,  would  be  consistent  wltb  tbe  Courts 
instruction,  for  you  to  review  tbe  "overall  situation",   le  urge 
that  you  do  not  merely  restore  tbe  services  —  AFT  plans,  sbare 
drafts,  and  RSUs  —  shut  dowD  by  the  April  20  decisions. 
Frankly,  If  you  feel  you  must  deal  with  these  issues  alone  and  do 
nothing  more,  we  would  hope  tbat  you  only  restore  what  tbe 
Court  of  Appeals  took  away.  Dnder  tbls  approacb,  we  would 
urge  that  you  not  include  NOV  accounts  In  your  consideration, 
le  ask  tbat  you  consider  NO*  accounts  for  our  institutions 

institution  legislation. 
!  that  broader  legislation  sbould  encourage 
Lity  for  our  institutions  and  a  meaningful 


scribed  above 
er  asset  flex 

Thank 


r  your  gracious 
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8TATEHEHT  OF  QHBEBT  Q.  BOESSKEB,  PAST  FSESIDENT,   NA- 
TIONAL SAvnres  and  loan  leaoue,  and  president  of  city 

FEDEBAL  SATINOS  &  LOAN  ASSOCIATION,  ELIZABETH,  NJ. 

Chairman  St  Germain.  Thank  you. 

Mr.  Roessner  ? 

Mr.  Roessner.  Thank  you,  Mr.  Chainnan. 

My  name  is  Gilbert  Roessner.  I  am  president  of  City  Federal  Sav- 
ings &  Loan  Association  of  Elizabeth,  N.J,  I  am  a  past  president  of 
the  National  Savings  and  Loan  League,  and  it  is  in  that  capacity 
that  I  serve  here  today  as  a  witness. 

The  National  Savings  and  Loan  League  for  the  last  10  years  has 
endorsed  third-party  payment  powers  for  thrift  institutions.  Your 
bill,  Mr.  Chairman,  H.R.  3864,  accomplishes  the  purpose  by  specifically 
authorizing  third-party  payment  accounts  at  all  federally  insured 
institutions  and  repealing  the  prohibitions  on  the  payment  of  interest 
on  checking  accounts  or  demand  deposit  accounts  at  commercial 
banks.  This  legislation,  in  our  judgment,  will  provide  the  American 
consumer  with  a  range  of  choices  now  precluded  by  the  outdated 
statutes. 

The  financial  marketplace  today  is  a  fiercely  competitive  one.  Fi- 
nancial institutions  of  all  types  are  competing  every  day  for  the  con- 
sumer's business.  Competition  in  a  free  market  always  produces  the 
same  winner  in  the  end :  the  consumer.  A  free  market  is  the  best  way 
to  insure  that  each  consumer  will  have  a  number  of  options  to  choose 
between  in  the  management  of  his  or  her  personal  finances.  Con- 
sumers all  over  the  country  should  enjoy  the  flexibility  and  the  options 
enjoyed  by  the  consumers  of  New  England. 

I  would  like  to  emphasize,  Mr.  Chairman,  that  the  New  England 
experiment,  as  it  was  legislated,  which  is  now  more  than  5  years  old, 
has  been  eminently  successful,  and  I  think  that  has  to  be  stressed  over 
and  over  again.  The  concerns  of  the  industry,  the  concerns  of  con- 
sumer groups  have  all  been  disproven.  The  NOW  account  in  New 
England  is  a  resounding  success.  Bank  and  thrift  institutions  of  all 
sizes  have  been  able  to  offer  the  service  to  the  customer  without  any 
great  difficulty.  They  have  seen  average  balances  grow  to  over  $1,000. 
and  they  have  also  found  that  these  NOW  account  balances  have 
been  very  faithful  deposits,  which  are  much  less  susceptible  to  dis- 
intermediation  than  even  the  traditional  savings  account. 

It  is  not  surprising,  therefore,  that  out  of  the  188  savings  and  loan 
a.ssociations  in  New  England,  with  assets  of  less  than  $50  million,  126 
now  offer  NOW  accounts,  compared  to  115  of  these  institutions  only  2 
years  ago. 

Mr.  Chairman  and  members  of  the  subcommittee,  I  would  like  to 
emphasize  at  this  point  that  the  addition  of  this  transaction  power  to 
the  authority  of  thrift  institutions  in  no  way  erodes  their  soecializa- 
tion  as  mortgage  lenders  to  individuals  or  as  promoters  of  thrift.  T 
think  it  has  been  proven  in  New  England  that  this  does  not  happen. 

I  would  also  like  to  emphasize  that  it  does  not  make  thrift  institu- 
tions commercial  banks.  This  is  a  misconception,  in  my  judgment.  It  is 
the  serving  of  commerce  and  industry  needs  which  distinguishes  the 
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commercial  bank  from  the  thrift  institution,  and  not  the  services  that 
are  rendered  to  consumers. 

We  don't  want  to  be  commercial  banks.  That  is  not  our  business.  But 
we  do  want  to  serve  the  consumer  with  a  full  array  of  financial  services 
that  are  appropriate  to  today,  not  of  1933,  but  of  todaj^.  The  level  of 
competition  in  the  financial  marketplace  has  been  increasing  in  the  past 
few  years  with  the  emergence  of  money  market  funds. 

Mr.  Annunzio.  Mr.  Roessner,  I  want  to  interrupt  you  at  that  point. 
You  made  the  statement  that  your  organization  is  happy  wiui  the 
results  in  New  England  on  these  NOW  accounts,  but  you  failed  to 
mention  the  thing  that  concerns  me  the  most,  the  5^  versus  the  5 
percent.  How  do  you  feel  about  that  ? 

Mr,  RoEssxER.  No,  sir,  Mr.  Annunzio.  In  New  England  the  ceiling 
on  NOW  accounts,  transaction  accounts,  is  Spercent, 

Mr,  AxNUNzio.  I  am  talking  about  the  differential. 

Mr.  RoEBSKER.  There  is  no  differential  as  between  commercial  banks 
and  thrift  institutions  with  respect  to  transaction  accounts,  NOW 
accounts.  The  commercial  banks,  of  course,  still  don't  pay  anything — 
anything — on  that  $380  billion.  But  they  do  pay  5  percent  on  NOW 
accounts.  That  is  why  manv  of  them  discoursed  NOW  accounts  in  the 
early  days  in  New  Englana,  They  loved  that  free  money. 

Chairman  St  Germain.  You  may  proceed  with  your  statement. 

Mr.  RoEBSNER.  For  too  long,  commercial  banks  have  had  a  monopoly 
on  the  American  family's  most  effective  financial  tool,  the  checking 
account.  For  more  than  40  years,  consumers  have  been  forced  to  choose 
between  access  to  their  money  and  a  fair  rate  of  return.  They  can  put 
money  in  a  thrift  institution  and  earn  interest,  but  the  money  is  not 
readily  accessible. 

Alternately,  they  can  put  money  in  a  bank  checking  account  and 
have  the  funds  readily  accessible,  but  earn  nothing  on  the  funds  in  that 
account. 

Your  bill,  Mr.  Chairman,  would  allow  institutions  to  offer  the  con- 
sumer both :  Access  to  their  funds  and  a  fair  return  on  their  defmsits. 
This  is,  in  our  judgment,  the  most  valuable  benefit  you  could  give  to 
the  small  saver  today,  and  I  know,  Mr,  Annunzio,  you  are  particularly 
interested  in  that,  and.  therefore.  I  want  to  give  it  added  emphasis: 
This  is  a  small-saver  benefit  that,  in  our  judgment,  is  long  overdue. 

Mr.  Chairman,  in  the  past  few  years,  we  nave  seen  a  number  of 
innovations  by  the  private  sector,  and  we  have  seen  Federal  financial 
institutions'  regulators  responding  to  the  public  demand  for  more 
flexibility  of  money  management.  The  NOW  account,  the  share  draft, 
the  automatic  transfer  from  savings  to  checking,  have  all  been  initiated 
to  respond  to  public  demand. 

The  court's  decision,  we  think,  will  impinge  upon  this  in  the  future, 
and,  notwithstanding  our  consumer  witness  here,  the  concern  she  has 
expressed,  we  want  to  emphasize  that  we  think  the  refnilators  have  in 
fact,  responded  to  the  public  interest  in  these  innovative  approaches. 

And  we  would  urge  the  Congress  to  take  cognizance  of  tiie  fact  that 
this  judicial  opinion  could  mitigate  against  changes  and  innovations 
in  the  future, 

Mr.  Chairman,  I  think  that  anyone  who  has  looked  ahead  to  the  fu- 
ture of  the  financial  marketplace  m  this  country  agrees  that  the  future 
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lies  witli  electronic  funds  transfer.  TTiere  is  little  room  to  doubt  that 
EFT  transactions  will  be  substantial  forms  of  financial  transaction 
mechanisms  in  the  future. 

Given  the  court  of  appeals'  ruling  with  regard  to  RSIPs,  the  legis- 
lation in  your  bill  is  essential  to  insure  that  savings  and  loan  associa- 
tions will  be  able  to  complete  effectively  in  the  new  electronic 
environment. 

Mr.  Chairman  and  members  of  the  subcommittee,  there  are  a  number 
of  reasons  bey«id  the  time  element  to  defer  the  regulation  Q  issue  to 
another  occasion  and  other  legislation.  The  administratitxi  task  force 
on  regulation  Q  will  probably  report  its  recommendations  to  the  Con- 
gress in  the  next  few  months.  All  indications  are  the  report  will  con- 
tain recommendations  similar  to  those  that  were,  contained  in  your 
FINE  study  and  in  the  Hunt  Commission  study.  The  regulation  Q 
issue  will  no  longer  be  simply  one  of  the  differential  between  banks  and 
tlirifts ;  it  will  he  a.  much  broader  issue  of  the  whole  structure  of  thrift 
institutions. 

Given  the  complexity  of  that  issue,  we  believe  it  will  be  better  to  get 
the  transaction  account  resolved  now,  before  the  end  of  1979. 

Mr.  Chairman,  in  conclusion,  I  would  like  to  say  that  I  personally 
compliment  Chairman  McKinney  on  the  excellent  testimony  that  he 
jfave  liere  this  morning  and  the  response  to  your  questions.  I  think 
both  he  and  Mr.  Connell  have  demonstrated  the  quality  of  regulators 
tliat  you  have,  that  we  all  have,  in  the  Federal  Government  today. 

I  think  it  is  also  evident  that  they  work  for  the  public,  and  not  for 
tlie  vested  interests  in  the  industry.  And  we  know  that  you  share  that 
same  view. 

Thank  you  again  for  being  able  to  testify  here  today. 

[Mr,  Roessner'a  prepared  statement,  on  Behalf  of  the  National  Sav- 
ings and  Loan  League,  follows :] 
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STATEMENT  OF  GILBERT  G.    BOESSNER 

on  behalf  of  tha 

National  Saving!  ana  toan  League 

before  the  Subcoaiittee  on 

Financial    Inatitutiona  Suparwiaion,    Regulation   t   Inaura 

of  the  United  fitatea  Bouae  of  Rapreaentativea 

on  B.R.    3B64 

r  Checking  Account  Equity  Act  of  1979" 


lf^_  Chainwn-  Deobera  of  the  Subcomnittee.  my  name 
Gilbert  <•■   Boeaaner,   I  am  Pceaident  of  City  rederal  Savinga 
d  Loan  x«aociatlon  of  Elizabeth,  New  Jersey.   I  an  a  Peat 
Preaidenl  of  the  national  Saving,  and  Wan  League  on  whoae 
behalf  I  «■  appearing  before  you  today. 

The  national  League  appreciates  the  opportunity  to 
teatlty  on  B.B.  3864,  The  "Conaumer  Checking  Account  Equity 
,  1979'-   ^  want  to  eoopllraent  you,  Kr,  Chairman,  for 
leadership  you  have  exhibited  by  the  introduction  of  this 
j^lilation  and  promptly  calling  theae  hearings. 

The  National  League  haa  for  the  last  ten  years  endorsed 
»hird-party  payments  for  thrift  institutions.   M.R.  3664  accom- 


plishes the  purpose  by  apecifically  authorising  third-party  pay- 
swnt  accounts  at  all  federally  insured  institutions  and  repealing 
the  prohibitions  on  the  payment  of  intereat  on  checking  accounts. 
This  lagialetlon  will  provide  the  American  consumer  with  a  range 
of  choices  now  precluded  by  outdated  laws. 
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The  financial  aaTkatplacs  Is  «  fiazcaly  coopatitlve 
ona.  Financial  Inatltutiona  of  all  typa*  at*  coopctlng  avscy  day 
for  ths  coniuner'a  buainaaa.  Conpatition  In  a  fcaa  market  always 
pEOduces  the  same  winner  In  the  end  —  the  eonaunar.   X  free  mar- 
ket ia  the  beat  way  to  inaure  that  each  eonaunar  will  have  a  num- 
ber of  options  to  choose  between  in  the  management  of  his  or  her 
peraonal  finances.  Consumers  all  over  tha  country  ahould  anjoy 
the  flexibility  and  options  enjoyed  by  conaumars  in  Bew  England. 
They  should  have  a  free  choice  as  to  what  kind  of  checking  account 
they  want  and  what  financial  institution  they  want  to  uaa  as  their 
principle  financial  intemediary. 

Reports  by  the  Federal  Reserve  Bank  and  tha  Fsdaral  Home 
Loan  Bank  Board  of  Boston  on  the  HOH  account  axperianca  Indicate 
clearly  that  the  public  wants  interest- earning  checking  accounts. 
As  the  following  data  indicate  there  has  bsen  an  Impressive  Increasi 
in  the  use  of  HOH  accounts  in  ths  six  Hew  England  states.   In  the 
two  states  which  have  tha  largaat  experience  with  them  (7  years)  It 
is  fair  to  say  that  the  NOW  account  has  become  the  dominant  family 
financial  Danagement  device. 


Table  One:  KOW  Accounts  per  100  Houssholds 


March  31,  1979 


Federal  Reserve  Bank  of  Boston} 
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•  »iL>><uwia.    In  th*  two  yaar*  from  March  31,   1977  to 
<.^..    ',    >i,    Livv  ^h«  total   number  of  NCM  account*  in  N*w  England 

ii.uii    L.4  Billion  to  1.1  Billion.     Total  balancaa  in  I 

-.-i    Li.u   awu-  two  V««rt  rota  troa   $2.2   billion  to   $3.7   billion. 
ili>.  |.>.)<ul«i  ily  ot  HOH  acoounta  with  Haw  England  conauners  la  unde- 
iiiiiilti.      \   ttiid   It  hard  to  Imagine  any  plauaabla  arguaent  that  con~ 
■..wui  u    111  Haw  England  are  aomehow  unique  in  thaii  desire  to  have 
UMaimuih  tlaxtblllty  In  the  Danageaent  of  their  financial  affaire. 
't'liu   Lima  h4a  oOBe  to  give  all  conaunera  this  kind  of  flexibility. 

Th*  Hew  England  aKperience  has  been  equally  positive  froa 
lli»   ■t.aiiJvutnt   of  the  financial   institutiona.      Bank  and  thrift 
kiiatitut  (una  of  all   sites  have  been  able  to  offer  thla  aervlce  to 
lliy  i^uatunar  without  any  great  difficulty.     They  have  seen  average 
balrtiixaa  grow  to  over  tl.OOO  and  have  found  that  NON  balances  have 
liaan  veiv  'faithful'  deposits  which  ate  less  susceptible  to  disin- 
taiwaJiat ion  than  traditional  saving*  accounts.      It  is  not  surpriaing 
tltBiBtv>t^«   that   out   of   the  ISS   savings  and   loon  associationa  in  ■•■ 
Ku^Un.)  with  assets  of    less   than  S50  Billion,    126  offer  MOW  accounts 
k'uuv^ieJ  to  115  of  these  inititution*  two  years  ago. 

The   level  of  coapetiCioB   in  Ute  finoDcial  norketplace 
ha*  baan   increasii^    in   the  past   few  years  with  tlw  ^eargenca  of 
MMxay  Beikat  funds  and  'ready  asset  accounts*  offered  by  aoo- 
Jai^^aitovy  inatitutions.     Sears  has  aancwnced  that  it  will  offer 

wtt>    b«  directly  JOfetia;  with  depository   mstitstioas  for   cbe 
•V*«a4*  tMuly's  uvi»$s.     t^ese  new  f=rss  of  co^petitios  fraa 
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outaias  tha  c*gulBt»d  dapoaitory  Institutiona  will  probably  in- 
craaae.  Eavinga  and  loans  will  have  to  hava  tha  ability  to  of£«r 
■  varlaty  of  aarvless  In  ordor  to  raaiain  compatitiva.  Third  party 
paynant  authority  !•  ons  of  ths  eaasntiat  aairviea*  we  auat  be  able 
to  offer  tha  public. 

For  too  long  connerclal  banks  have  had  a  nonopoly  on 
the  Anerican  fanily's  financial  tool  -  the  checking  account.  For 
More  then  forty  years  consuners  have  bean  forced  to  choose  between 
access  or  return.  They  can  put  wsney  in  s  thrift  and  earn  inter- 
est, but  the  money  Is  not  easily  accessible.  Alternately,  they 
can  put  money  In  a  bank  checking  account  and  have  the  funds 
readily  accessible,  but  earn  nothing  on  the  funds  in  that  account. 
H.B.  3B64  would  allow  institutions  to  offer  the  consuaer  both 
access  to  their  funds  and  a  return  on  their  deposits.  ThI*  is 
probably  the  Kjat  valuable  benefit  you  could  give  to  the  small 
saver.  There  will  always  be  different  types  of  accounts  with 
different  rates  of  return  and  degrees  of  accessablllty  for  con- 
sumers to  select  from  to  nonage  their  personal  finances.  They 
should  not,  in  our  view,  have  to  sacrifice  a  return  on  their 
money  totally  for  ready  access  to  their  money. 

Mr.  Chaintan,  in  the  past  few  years  we  have  seen  a 
nunber  of  innovations  by  the  private  sector  and  by  federal 
financial  institution  regulators  responding  to  the  public 
demand  for  more  flexibility  of  money  manageswnt.  The  NOW 
account,  the  share  draft,  the  autosiatic  transfer  from 
savings  to  checking  have  all  been  initiated  to  respond  to 
public  demand.   In  its  decision  of  April  20,  the  Court  of 
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will  dec: 


of  this 


inter •■ 


Appaali  Bcknowlad^sd  that  technology  and  aarkat  foccaa  hava  out- 
paced 'atatutaa  which  nay  b«  antiquated.*   The  court  clearly  called 
on  the  congieaa  to  act  on  the  eubjact  Of  payment  ayatena.  The 
court  atayed  the  effect  of  ita  dec i a ion  again at  the  three  cegula- 
.1  January  1,  1980  *in  the  expectation  that  the  Congceaa 
ire  ita  oill  upon  theae  mattara.'  The  National  League 
I  coanlttee  to  take  up  the  challenge  of  the  Court  of  Appeal a 
flrsatively  on  H.R.  3864.  Failing  to  do  ao  before  the  end 
laaion,  the  Congreas  will  be  in  the  poaition  of  denying  to 
outaide  the  HOW  account  States  the  opportunity  to  earn 
in  their  checking  accounta. 

Mr.  Chaiman,  I  think  that  everyone  who  haa  looked 
<  the  future  of  the  financial  Marketplace  in  thl*  country 
lat  the  future  lies  with  electronic  Fund*  Tranafer.  Ne 
>ate  the  propoaitlon  that  we  will  soon  be  a  cheekleaa- 
■ociety,  but  there  la  little  toofo  to  doubt  that  EFT 
Lona  will  be  a  aubatantial.  It  not  the  doaiinant  tora  of 
rhanlan  in  our  economy  in  the  relatively 
Given  the  Court  of  Appeala  ruling  with  regard  to 
HOBOte  Service  Unita,  this  legialation  1*  eaaentlal  to  anaure 

ociationa  will  be  able  to  compete 
effectively  in  the  new  economic  environatent. 

Some  crlticB  of  the  EFT  phenooenon  have  aaid  that  the 
public  la  not  receiving  the  beneflta  of  thla  leaa  axpanaive 
transaction  ayataa  -  that  coat  aavlnga  will  be  reflected  in 
bankera'  and  ratailara'  profita  and  not  in  lovMr  ceata  to  their 


Id  di 
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I  aubait  that  H.R.  3864  wilt  b«  B  ■ignltlcuit  atap 
toward  aaauring  that  cuatonars  benefit  from  EFT.  Pliat  of  all, 
th«  EFT  macket  will  be  opanad  to  all  dapoaitory  inatitutiona. 
The  mors  ccrapetition  you  have,  tha  aooner  the  coat  aavinfra  will 
go  to  the  consumer.   Secondly,  authociiing  the  payment  of  inter- 
eat  on  any  and  all  forms  Of  tranaaction  accounta  plovidea  the 
beat  vehicle  fox  paaaing  on  tha  aavinga  to  cuatomela.   In  tha 
pcaaant  market  if  EFT  syatama  only  acceaa  non-lntaleat  bearing 
checking  accounta  it  ia  difficult  to  ahaia  the  benefita  with  con- 
aumera  by  a  direct  and  explicit  meana. 

earlier  this  year,  the  National  League  aent  a  survey  to 
n  tha  issue  of  third-party  payment  authority.  Pre- 
/  results  from  over  a  hundred  aavinga  and  loana  show  an 


one   support  for  this  kind  of  authority.   By  almost 
our  members  believe  that  their  customers  would 
h  an  account  at  their  association  and  that  the 
some  fom  oC  checking  account  would  be  beneficial 
DBt.     By  a  margin  of  more  than  tour  to  one,  our 
icated  that  if  they  were  permitted  to  do  so  they 
ird-party  payment  account. 
In  short,  Hr.  Chairman,  we  endorse  H.R.  3864  and  urge 
the  committee  to  act  favorably  on  the  bill  as  soon  aa  possible. 

Because  of  the  relatively  short  time  period  for  Congress 
to  respond  to  the  decision  of  the  Court  of  Appeals,  we  urge  the 
1  H.R.  3B64  and  not  divert  its  attention  to 
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such  IB  tha  future 
Each  of  these  laaut 
land  a   great  deal  ol 

idy  devoted  a  conaldarabli 
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Regulation  0  and  that  of  Fed 
,a  Important  In  their  owi  right 

I  raallie  that  tha  full  coaolttM 
amount  of  tlna  to  thla  laaue  in 
ilatlon,  but  obvloualy  a  good 
arrive  at  a  conaenaua  solution 
froB  the  Fedai-al  Beaaive  Syaten. 
i.R.  3864  would  daal  aufflclently 
ranaaetlon  account*.  The  provl- 
conalatent  vlth  tha  position 
thla  year  with  regard  to  B.I).  T 
'C  approach  of  fi.R.  3Bfi4  will  Beat 
icy  objectives  of  the  Federal 
equiEementa  on  non-bank  trana- 


len  of  bank  withdrawal! 

with  this  Batter  of  e< 
slona  of  the  bill  as  I 
taken  by  the  national  League  i 
It  is  our  view  that  tha  resen 
all  of  the  legitimate  monetar; 
Reaerve  Board  in  so  far  as  rei 
action  accounts  are  concerned. 

There  are  a  nuaber  of  reasons,  beyond  the  tlaa  eleaent, 
to  defer  the  Regulation  Q  laaue  to  a  later  tlm.  The  kdnlnlstra- 
tion  task  force  on  Reg  0  will  probably  report  Ita  recoamendatlona 
to  the  Congreaa  in  the  next  few  months.  All  Indications  are  that 
tha  report  will  contain  EaeooaiendationB  siBllsr  to  those  In  the 
BUNT  ComlBsion  Report  and  PINE  study. 

The  Interest  Rate  Control  Act  of  1966  Is  due  to  expire 
again  on  DaceBd>eE  15,  19B0.  Anticipating  the  taak  force  report, 
I  would  predict  that  the  "Reg  Q*  Issue  will  no  longer  be  sliqily 
one  of  the  differential  between  banks  and  thrifts.  It  will  be  a 
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■uch  broadsT  iaaus  of  th«  atructuie  and  function  of  thrift  Inati- 
tutiona.  Given  the  conplaxlty  of  thla  laaue.  It  would  be  better 
fox  all  concarnad  to  gat  the  tranaactlon  account  laaue  leaolved 
now.   It  is  inpacetlve,  therefoie,  that  the  conolttee  deal  wltti 
a.R.  3B64  without  letting  peripheral  laiuea  Intrude  on  the  dBbate. 


Court  of  Appeali 
•triet  reading  i 


t   one  general  obaervat 

leelaion.   The  deciaio 

ome  new,  inno 


n  I  want  to  Bake 
reata  on  a  vary  i 


ibout  the 
irrow  and 
be  telling 
fer  the 


ingreaa  for  specific  a 


.   Innovation a 

Car  of  public  policy. 

1  stifle  innovation. 


auapect  that  the  Kembera  of  this  conoittee  would  be  as  concerned 
about  this  proapect  as  we  an 
ahould  be  encouraged  aa  a  Ml 
Appeala  decision  may  very  we] 

would  be  able  to  develop  and  test  an  experimental  program  t 
other  bualnesaea  do.   Regulatory  agencies  will  be  hesitant  to  author- 
ize new  services  becauie  of  this  decision.   I  hope  this  Coninittee 
will  agree  with  the  proposition  that  experiaentation  with  new  con- 
auner  services  should  be  encouraged  by  the  regulatory  agenciea. 
I  an  raising  this  isaue  at  this  time  in  the  hopes  that  your  subcon- 
nittee  will  find  some  legislative  opportunity  to  give  this  kind  of 
encouragement  to  various  financial  Institution  regulators. 

Hr.  Chaiman,  I  appreciate  the  opportunity  to  testify 
on  thii  important  legislation  and  hope  that  It  will  be  reported  out 
of  th: 
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this  point  to  act.  Eiither  we  are  going  to  disenfrancluse  the  consumer 
of  this  \ation,  or  we  act. 

Now,  you  know,  when  I  read  jyour  staitement  last  night,  Mr,  Strunk, 
my  question  to  you,  my  original  question,  was  going  to  he :  Therefore, 
in  view  of  the  fact  that  we  can  in  no  way  comply  with  what  you  are 
requesting  in  tliis  bill  in  time  by  December  31  of  this  year,  would  the 
V.a.  Ijcagiie  of  Savings  Associations  want  us  to  just  eliminate  section 
5  of  the  bill  and  we  will  give  the  powers  to  the  credit  unions  and  the 
commercial  banks  to  havo  the  NOW  accounts  and  transaction 
accounts? 

Mr.  Strunk.  I  think  if  it  were  that,  versus  giving  us  the  authority 
to  offer  NOW  accounts  without  some  assui'ance  that  we  wouldn't  lose 
the  differential — — 

Chairman  St  Germaix.  You  know,  we  can%  legislate  those  in  tan- 
dem. Mr.  Roessner,  who  has  testified  many  times,  also  appreciates 
that  fact.  We  have  to  address  this  one  issue.  The  mimite  we  start 
Christmas-treeing  this  issue,  the  thing  is  dead,  and  we  have  millions 
of  people  out  there  who  are  going  to  lose  these  accounts. 

Another  consideration — maybe  I  am  wrong — but  at  the  present  time 
Social  Security  allows  recipients  to  have  their  social  security  checks 
go  directly  to  financial  institutions  if  *hey  so  desire,  thereby  eliminat- 
ing (he  thefts  from  the  mailboxes  and  what  have  you.  And  I  would 
venture  to  say  the  majority  of  these  accounts  outside  New  England 
where  we  have  the  NOW  accounts  are  going  to  commercial  banks 
because  these  people  ha^■e  to  nse  this  money  to  pev  their  bills  and  they 
do  it  by  check.  That  being  the  case,  is  your  industry,  the  thrift  in- 
dustry, not  losing  out  on  a  very  lucrative  and  very  tremendous  ahnount 
of  money  that  could  lie  used.  tJecanse  I  look  at  these  checking  accounts, 
particularly  those,  that  money  is  probably  more  stable,  as  I  think 
Mr,  Roessner  said,  than  i>assbook  or  staitement  accoimt  money  because 
these  people  need  that  money  and  they  are— on  a  monthly  basis  x 
number  of  checks  is  written,  and  so  it  is  a  constant  rather  than  a 
volatile  amount  that  is  kept  in  there. 

Mr.  Roessner,  would  you  address  yourself  to  this,  direct  deposit 
money  that  you  are  losing? 

Mr.  Roessner.  Yes,  Mr,  Chaimwin.  It  warms  my  heart  to  hear  you 
speak  in  such  an  underrtanding  way  of  the  way  things  work  out 
there.  My  own  institution  in  New  Jersey  has  dedicated  what  we  call 
the  concept  of  the  "family  financial  renter,"  We  think  it  is  important 
to  serve  people  in  all  these  financial  sei-vices,  so  we  did  Imake  a  major 
effoit  to  |>romote  the  direct  deposit  of  social  security  checks  when  we 
received  the  authority  to  do  so. 

We  really  worked  hard.  We  trained  our  staff.  We  gave  them  incen- 
tives, arrangements  to  sign  up  everv  time  they  casheaa  social  security 
check.  And  I  must  tell  you,  it  was  like  a  lead  balloon.  We  have  a  very 
small  share  of  the  market.  I  think  the  savings  and  loan  industry,  on 
a  national  basis,  has  6  percent  or  less,  about  3  percent  of  the  market. 
It  is  abysmal,  and  it  is  because  they  dont  have  ready  access  to  the 
account, 

I  could  not  convince  my  Sfl-year-old  mother  to  have  her  social  secu- 
rity check  sent  directly  to  deposit  until  Citv  Federal  develoiwd  a  tele- 
phone bill-paying  account.  Now  she  can  pay  her  bills  by  telephone, 
and  she  loves  it. 
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But  that  is  a  difficult  service  to  educate  the  consumer  about,  too.  So 
we  do  need  transaction  account  authority. 

Mr.  Chairman,  while  I  have  the  mike,  I  want  to  sympathize,  if  you 
will,  with  Mr.  Strunk.  He  represents  1,500  institutions,  and  he  does 
it  very,  very  well.  But  there  have  been  false  fears  raised  by  many, 
many  people  in  the  industry  over  the  years  over  this  issue,  and  agam 
I  submit  that  tlie  New  England  experience  demonstrates  to  both  the 
industry  as  well  as  the  consumers  and  the  Congress  that  those  fears 
raised  by  many  elements  just  don't  develop. 

I  think  it  is  interesting  to  point  out,  for  example,  that  the  current 
president  of  the  U.S.  Savings  and  Ijoan  I>eague,  Joseph  Benedict, 
comes  from  Worcester.  Mass.  He  was  not  a  believer  in  NOW  accounts. 
He  was  concerned  about  the  costs  and  all  these  other  questions  that 
have  been  raised.  H©  is  now  personally  a  believer  in  NOW  accounts. 

And  I  think  it  is  very  important  to  take  a  good,  hard  look  at  that 
New  England  experience. 

Chairman  St  Gebm.vin.  Ms.  Broadman,  you  represent  the  Con- 
sumers Union,  and  I  am  very  familiar  witrtthem.  and  you  indeed,  I 
think,  agree  that  it  would  be  incorrect  and  it  would'  be  wrwig  for  the 
Congress  to  ignore  the  plight  of  the  people  who  have  become  accus- 
tomed to  these  accounts  to  say  to  them,  "Well,  after  January  1,  1980, 
y^ou  can  no  longer  have  these  accounts."  And  I  believe  your  reserva- 
tion has  to  do  with  the  fact  that  the  corporate  accounts,  if  they  were 
permitted,  or  business  accounts,  might  detract  from  the  amount  re- 
ceived or  benefits  that  might  accrue  to  the  small  c^Hisumer.  Is  that 
correct? 

Ms.  Broadman,  That  is  correct. 

Chairman  St  Germain.  But  other  than  that  reservation,  do  you 
have  any  problem  with  the  legislation  t 

Ms.  Broadman.  Wp  would  like  to  see  mandatory  disclosures  in- 
cluded. Mr,  Annunzio  has  articulated  a  concern  that  I  share.  Many 
people,  if  they  maintain  a  low  balance  and  write  a  lot  of  checks,  will 
find  at  the  end  of  the  year  that  they  have  lost  money  on  NOW  ac- 
counts. After  reading  all  this  hype  from  the  financial  institutions  about 
what  a  bonanza  NOW  accounts  are,  they  will  feel  cheated,  because  at 
the  beginning  of  the  year  they  weren't  given  the  opportunity  to  ait 
down  and  figure,  out  how  much  the  NOW  account  was  going  to  cost 
them. 

So,  we  would  encourage  you  to  add  mandatory  disclosure  provisions. 

Chairman  St  Germain,  Would  you  agree  that  that  should,  how- 
ever, be  done  by  the  regulators.  ratJier  than  by  legislation! 

Ms.  Broadman.  It  could  be  done  by  legislation  or  through  regulation. 

Chairman  St  Germain.  Well,  if  you  go  into  legislation,  Ms.  Broad- 
man, it  gets  awfully  difficult  to  legislate  disclosure.  We  could  direct 
the  regulatory  agencies  in  this  area,  and  I  might  say  that,  being  from 
New  England  and  having  observed  the  New  England  experience,  the 
advertising  on  television  and  radio  and  newspapers,  that  I  am  not 
always  one  who  agrees  with  the  way  financial  institutions  advertise. 

But  I  must  say  that  in  this  instance  they  have  done  a  good  job  in 
disclosing  and  making  clear  to  people,  and  people  have  learned  quickly 
how  to  utilize  these. 

Mr.  Roessner.  Mr.  Chairman,  our  experience  is  that  the  regulators 
have  been  very,  very  concerned  about  advertising  practices.  Our  corn- 
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petitoTS  have  complained  from  time  to  time  with  our  advertising,  and 
the  regulators  ana  we  have  gotten  t<wether  and  straightened  this  out. 
I  am  sympathetic  with  this  full  disclosure,  but  I  think  there  are 
adequate  regulations  and  laws  now  to  deal  with  that,  rather  than  to 
add  yet  another. 

Ms.  Broadman.  I  would  suggest  this.  Rather  than  spelling  out  all 
the  disclosure  requirements,  just  include  a  simple  sentence  in  the  legis- 
lation that  says :  All  charges  must  be  disclosed  and  the  manner  in 
which  interest  is  calculated  must  be  disclosed,  in  accordance  with  regu- 
lations to  be  adopted  by  the  regulatory  bodies.  That  would  be  easy, 
and  would  assure  that  consumers,  on  a  national  basis,  receive  the  dis- 
closures they  need. 

We  are  not  guaranteed  that  the  New  England  disclosures  will  be 
repeated  elsewhere.  Also,  some  of  the  disclosures  made  by  some  of  the 
New  England  banlis  are  not  as  complete  as  they  should  be. 
Chairman  St  Germain.  Mr.  Annunzio? 

Mr.  Annunzio.  Mr.  Roessner,  your  institution  in  New  Jersey  has 
assets  of  about  $1  billion  f 

Mr,  R0E8BXEH.  $1.6  billion,  yes. 

Mr.  Anxuxzio.  I  want  to  say  that  I  am  most  sympathetic  also,  with 
Mr.  Strunk,  because  he  represents  smaller  institutions.  What  I  am 
afraid  of  is  that  your  billion  dollar  institutions  would  come  along  and 
just  eat  up  these  little  guys,  you  see. 
Mr.  RoEsSNER.  No  way, 

Mr.  Annunzio.  You  will  get  rid  of  regulation  Q,  and  you  have  com- 
plete faith  and  confidence  in  the  commercial  banks,  in  the  commercial 
institutions,  that  the  man  working  and  the  young  people  that  are  in- 
terested in  building  a  home,  they  are  going  to  go  there,  and  get  their 
money,  and  things  are  going  to  go  along  just  like  they  have  always 
gone  along.  And  the  40-year  experience  that  we  have  had.  or  more, 
with  regulation  Q,  that  has  built  most  of  the  homes  in  this  country — 
I  mean,  that  doesn't  count,  that  goes  out  the  window  ? 

Mr.  RoESSNEB.  Mr.  Annunzio,  I  appreciate  your  concerns.  First  of 
al!,  with  respect  to  our  size,  again,  that  has  been  a  concern  raised  over 
the  years, 

Mr.  Annunzio.  I  congratulate  you  for  your  size. 
Mr.  RoESSNER.  Thank  you. 

Mr.  Annunzio.  I  am  not  against  bigness.  It  represents  a  lot  of 
hard  work,  and  I  want  you  to  know  that  I  understand  that.  But  it  also 
represents  hard  work  for  a  little  guy  who  is  starting  in  business.  And 
I  am  not,  for  one,  one  to  sit  here  and  put  a  lot  of  little  people  out  of 
business. 

Now,  when  Mr.  Strunk  calls  for  a  moratorium  of  5  years  to  10  years, 
how  do  you  feel  about  that? 

Mr.  RoEssNER.  I  will  tell  you  that  in  just  a  second,  if  I  may,  Mr. 
Annunzio. 

First  of  all.  again.  I  want  to  call  your  attention  to  the  New  England 
experience,  and  I  testified  that  virtually  all  of  the  small  institutions — 
126  out  of  188  institutions  below  $50  million  in  size— Mr.  Annunzio — 
offer  NOW  accounts  and  there  has  been  no  operational  problem. 
Mr.  Strunk  testified  to  that. 

Mr.  .\nnunzio.  But  the  differential  is  in  the  passbook  accounts, 
Mr,  R0E88NER.  Let  us  talk  about  the  differential. 
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Mr.  Annttnzio.  That  is  in  the  passbook  accounts. 

Mr.  EoESSKER.  Mr.  Anmmzio.  we  have  not  had  the  differential, 
either  by  regulation  or  statute,  for  anything  like  40  years.  We  have  had 
rate  control  since  1966.  Up  until  1966,  we  competed  without  rate  con- 
trol. We  paid,  by  and  large,  more  than  commercial  banks  dyi  for  sav- 
ings accounts.  They  weren't  that  interested  in  savings  accounts. 

This  idea  that  we  are  getting  into  their  business  is,  to  me,  nonsense. 
They  have  come  into  our  business.  They  weren't  created  to  serve  in- 
dividuals. 

My  grandparents,  sir,  did  not  have  a  checking  account.  They  tmly 
knew  a  building  and  loan  association  that  was  their  family  financial 
center.  They  had  no  account  at  a  commercial  bank.  We  want  to  take 
care  of  those  people  today,  and  I  want  to  pay  more  than  the  commer- 
cial banks.  Mr.  Annunzio,  because  we  can  afford  to  pay  it,  not  because 
somebody  forces  them  to  pay  less.  That  is  whv  T  disagree  with  Mr. 
Strunk. ' 

I  think  they  should  have  the  right  to  pay,  on  all  of  their  deposits. 
That  $.380  billion  on  which  they  have  free  money  creates  most  of  the 
distortions  in  the  banking  system  today,  in  my  opinion.  I  believe  this 
is  at  the  root  of  the  reserve  issue. 

When  tlie  prohibition  against  the  payment  of  interest  on  demand 
deposits  was  first  put  in  in  1933,  I  believe,  short-term  interest  rates. 
Treasury  bill  rates.  Federal  fund  rates  and  the  rest,  were  like  a  half 
percent  or  li^  percent.  Today  short-term  rates  are  10  percent. 

Wouldn't  you  like  to  have  20  percent  of  your  deposits  for  free, 
which  you  could  invest  in  Treasurv  bills  and  earn  10  percent  ?  T  would 
love  it.  But  I  can't  get  it. 

So  T  think  they  ought  to  have  the  right  to  pay  for  their  money  just 
as  we  pay  for  the  money,  and  let  them  charge,  as  they  say,  explicit 
prices  for  theii'  services.  That  is  the  way  the  consumer  is  best  served. 
Let  ns  not  hide  it  under  the  table. 

I  commend  (he  chairman  for  saying  it  is  time  to  put  it  on  top  of 
the  table, 

Mr.  Axxi"xzio.  Thank  you,  Mr.  Chairman. 

Chairman  St  Germaix.  Mr.  Wylie? 

Mr.  Wyue.  Thank  you  very  much,  Mr.  Chairman. 

T  think  we  are  seeing  an  irony  take  place  here.  In  197.^,  when  this 
issue  came  to  the  House  floor,  the  savings  and  loans  were  for  the  XOW 
accounts  and  the  banks  were  against  it.  Xow  it  seems  the  banks  are 
for  it  and  the  savings  and  loans  are  against  it. 

Is  that  a  fair  analysis  of  the  situation? 

Mr,  Strtnk,  Partly,  I  gues-s.  But  let  me  say.  I  don't  know  that  we 
are  against  \0W  accounts  per  se,  but  we  are  concerned  that  if  we  were 
given  XOW  accounts  we  would  lose  the  differential.  And  as  between 
having  the  differential  and  not  having  XOW  accounts,  and  having 
XOW  accounts  but  not  the  differential,  the  differential  is  the  most  im- 
portant thing,  sir. 

Mr.  Wti-ie.  If  you  could  have  the  differential  and  XOW  accounts. 
it  would  be  fine,  if  that  were  written  in  the  law  ? 

Mr.  Strunk.  Yes, 

Mr.  Wtlie.  I  have  been  thinking  about  this  for  a  couple  of  days. 
To  me  this  is  a  very,  very  difficult  i>roblem.  Maybe  it  is  simple  to 
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someone  else,  but  to  me  it  is  difficult.  T  want  to  be  the  devil's  advocate 
with  you  here  for  just  a  little  bit. 

It  seems  to  me  that  a  meaningful  sense,  we  are  trying  to  decide 
iepslatively  how  to  define  money,  and  whether  we  would  merge  or 
homogenize  the  functions  of  money.  For  example,  money  is  a  medium 
of  exchange,  whether  we  use  it  as  currency  or  coin,  to  buy  a  news- 
paper or  a  breakfast  in  the  morning,  or  when  we  write  a  check  to  pay 
the  rent.  In  addition  to  using  our  money  to  pay  the  bill,  though,  we 
use  it  as  a  store  of  value,  and  sometimes  we  store  this  value  as  extra 
money  in  our  checking  accounts. 

But  more  often,  it  is  in  a  savings  account,  and  if  we  are  business 
IHTSons,  we  have  enough,  maybe,  to  put  the  excess  amount  in  short- 
term  or  long-term  certificates  of  deposit,  and  we  earn  more  money 
on  it  as  a  store  of  value. 

Xow,  my  view  of  how  we  do  things  at  the  present  time  is  that  we 
don't  pay  interest  on  transaction  accounts  because  they  are  medium 
of  exchange  rather  than  a  storer  of  value.  We  want  to  keep  it  moving. 
We  want  to  keep  it  circulating,  and  in  some  sense,  it  keeps  the  economy 
moving,  it  seems  to  me.  If  we  pay  interest  on  that  money,  then  it 
seems  maybe  we  are  working  at  cross- purposes. 

At  least  this  is  where  I  was  coming  out  in  1975.  In  short,  paying 
interest  on  that  portion  of  the  money  used  as  a  medium  of  exchange 
may  encourage  people  to  delay  purchases  or  to  delay  payments,  so 
as  to  get  interest  on  their  transaction  balances. 

In  addition,  if  we  jiermit  the  payment  of  interest  on  the  transaction 
balances,  then  we  encourage  competition  among  banks  to  pay  success- 
ively higher  and  higher  interest  rates  on  transaction  accounts.  It 
seems  to  me  as  if  this  could  lead  to  a  senseless  increase  in  hot  money. 
You  referred  to  that.  Mr.  Strunk,  in  your  testimony,  about  what 
happened  in  this  area  in  the  twenties. 

In  this  case,  transaction  balance  could  be  moved  ai-ound  from  bank 
to  bank,  seeking  interest,  and  therefore  might  not  be  used  to  pay  for 
transactions. 

Now,  do  you  see  the  point  of  my  observation  ? 

Mr.  Stkdnk.  Yes,  sir.  I  can  associate  myself  with  your  comments. 

As  I  indicated.  I  am  uncertain  as  to  the  effect  upon  our  banking 
system  10  years  down  the  road  if  we  take  off  these  prohibitions  against 
paying  interest  on  checking  accounts.  And  I  think  you  can  take  a 
first  and  a  constructive  step  in  that  direction  by  authorizing  the  pay- 
ment of  interest  on  checking  accounts  of  people  versus  corporation.  If 
the  banks  get  that  authority,  frankly,  we  would  have  to  have  it,  too. 

But  when  we  get  back  to  the  differential  problem  again,  I  know 
what  Mr.  Roesstier  said,  I  studied  the  figures  about  direct  deposits. 
We  have  looked  at  the  proportion  of  direct  deposits  we  get  in  the 
non-New  England  States  versus  the  kind  of  direct  deposits  our  insti- 
tutions in  Xew  England  get,  and  they  get  two  to  three  times  propor- 
tionately as  much  in  direct  deposits  as  oo  the  nonchecking  account  or 
non-NOW  account  institutions. 

We  have  profited  fi-om,  we  ha%'e  studied  the  New  England  experi- 
ence. And  as  I  say.  many  of  our  reservations  have  gone  away  in  terms 
of  the  cost  and  in  terms  of  the  operation  and  the  feasibility.  You  can 
take  a  first  and  constmctive  step  on  the  payment  of  interest  on  check' 
ing  accounts,  limiting  it  to  people.  You  can  see  what  that  does. 
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However,  we  need  some  guarantee,  as  suggested  in  this  statement, 
that  the  bankers  will  not  succeed  in  their  move  to  get  rid  of  tht 
differential  if  we  get  NOW  accounts. 

We  have  had  so  many  people 

Chairman  St  Germain,  Excuse  me.  You  are  talking  now  on  the 
differentia]  as  far  as  the  other.  You  are  not  talking  differential  on  a 
demand  deposit. 

Jlr.  Strunk.  Oh,  no.  We  would  never  expect  that.  I  mean,  some  of 
our  people  might  dream  of  paying  more  for  a  NOW  account  than  the 
banks,  but  I  understand  that.  We  are  talking  about  the  differential  on 
the  passbook  account  and  on  the  certificates, 

Afr-WYLiE.  And  how  about  a  transaction  account? 

Mr.  Strun'k.  We  have  no  problem  on  paying  the  same  interest  on 
transaction  balances. 

Mr.  Wylie.  But  what  is  the  difference  between  a  NOW  account  and 
a  transaction  account  ? 

Mr.  Strunk.  There  is  no  difference.  I  think  a  NOW  account  is  a 
transaction  account. 

Mr.  Wylie.  That  is  where  I  have  about  come  out.  But  you  say  that 
you  could  live  with  no  differential  on  transaction  accounts,  but  you 
can't  live  with  no  differential  on  NOW  accounts,  and  yet  you  say  they 
are  the  same. 

Mr.  Strunk.  We  can  live  with  no  differential  on  the  NOW  accounts 
or  on  the  transaction  account,  as  broadly  defined.  But  we  cannot  live 
without  the  differential  on  the  passlxwk  account  and  on  the  certificates. 

Mr.  Hyde.  Would  the  gentleman  yield  ? 

Mr.  Wylie.  I  would  yield. 

Mr.  Hyde.  I  will  be  very  brief. 

My  distinguished  chairman  asked  Mr.  Strunk  where  he  mentioned 
the  consumer  in  his  statement.  I  recall  reading  something;  about  that, 
and  I  see  at  the  top  of  page  3  in  his  statement  some  very  nice  comments 
about  all  Americans,  the  homebuilding  economy,  homeownership,  and 
so  forth.  And  I  often  wonder  who  is  a  consumer.  I  think  the  saver  is  a 
consumer.  He  is  consuming  the  services  of  a  bank. 

I  think  if  you  get  rid  of  the  differential,  you  will  say  good-bye  to 
the  savings  and  loan  industry.  You  may  as  well  become  a  credit  union 
and  take  advantage  of  the  tax  advantages.  And  I  don't  think  that 
would  l>e  a  service  to  society,  f  i-ankly. 

I  heard  Mr.  Roessner  say  he  would  like  to  pay  the  same  interest 
that  a  bank  pays.  How  do  you  do  that  as  a  saWngs  and  loan? 

Mr.  RoEssxER.  Mr.  Hyde.  I  said  I  would  like  to  pay  more  Uian  a 
commercial  bank  because  I  c<mld  affonl  to.  rather  than  having  it  man- 
dated by  i-egulation  or  statu'e. 

Mr.  llYnE.  But  how  can  you  afford  to.  when  all  your  money  is  tied 
up  in  long-range  mortgages  i 

Mr.  Roessner.  In  these  <lays  of  so-called  inverted  yield  curve,  wtiere 
short-term  rates  are  higher  than  long-term  rates,  it  is  impossible,  so 
long  as  we  make  lon,?-tenn  fixed-rate  mortgages. 

This  is  another  area.  T  did  not  want  to  get  into  the  VRM's,  but  if 
you  want  to  get  rid  of  tlie  regulation  Q.  we  have  to  get  rid  of  the 
long-term  fixe<l-rate  mortgage-  We  have  to  liave  a  variable  rate  mwf- 
gage.  But  that  is  a  different  issue,  sir,  than  whether  a  consumer  should 
have  access  to  his  deposit  account. 
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Mr.  Hyde.  Thank  you. 

Ohairman  St  Germain-.  Gentlemen  and  panel,  rather,  wb  are  going 
to  recess  for  approximately  10  minutes  in  order  to  vote,  and  then  come 
right  back  so  we  can  continue  with  the  questioning. 

[Brief  recess,] 

Chairman  St  Germain.  Mr.  Roessner,  I  was  eager  to  hear  the  testi- 
mony of  the  panel  and  I  missed  some  earlier.  But  Mr.  Minish  of  New 
Jersey  asked  to  express  liis  apologies  that  he  had  to  leave,  because  he 
has  problems  with  marking  up  a  bill  known  as  H.R.  1,  which  is  public 
financing  of  congressional  elections.  But  he  did  ask  me  to  express  his 
apologies  to  you  for  not  being  able  to  be  present  when  you  testified. 

Mr.  Strunk,  I  do  indeed  appreciate  the  fact  that  you  appear  on  behalf 
of  the  U.S.  League  of  Savings  Association,  and  my  remarks  naturally 
would  be  directed  to  the  league.  I  perhaps  might  ask  the  league  to  have 
a  new  meeting.  Rather  than  at  Oisneyiand,  perhaps  the  board  could 
meet  somewhere  where  it  is  realistic,  like  Chicago  or  Washington. 

Mr.  Struxk,  We  usually  do. 

Chairman  St  Germaix.  Well,  when  I  i-ead  that  statement  it  sounded 
to  me  like  Disneyland. 

Mr.  Struxk.  The  reason  we  had  the  meeting  there,  as  against  the 
meeting  in  Chicago,  you  had  just  indicated  that  the  heanngs  were 
going  to  be  held,  and  we  happened  to  liave  about  half  the  members 
of  our  board  of  directoi-s  attending  a  conference  out  there.  So  we 
were  just  being  thrifty  and  saving  our  members'  money. 

Chainnan  St  Germaix.  I  am  just  trying  to  figure  out  whether  or 
not  we  should  move  to  strike  section  5  of  the  bill,  that's  all.  That  is 
the  one  that  pro\i(les  the  powers  to  the  savings  and  loans. 

Chairman  McKinney  furnished  us  with  some  rather  interesting  sta- 
tistics, and  I  would  ask  Ms.  Broadman  to  listen  to  this  one.  He  states 
that  52  percent  of  the  savings  and  loans  in  New  England  that  offer 
NOW  accounts  charge  no  service  fees.  In  contrast,  41  percent  of  the 
mutual  savings  banks  and  9  percent  of  commercial  hanks  offer  the 
services  free. 

And  when  you  look  at  that,  Mr.  Strunk,  it  seems  to  me  that  the 
savinsrs  and  loang  in  New  England  have  learned  how  to  handle  these 
NOW  accounts  and  handle  them  well. 

Mr.  Strfxk.  There  is  no  question  about  it. 

Chairman  St  Germain.  And  I  bet  they  would  be  willing  to  impart 
iheir  knowledge  and  expertise  to  the  savings  and  loans  around  the 
country. 

Mr,  STRrxK.  They  have,  and  at  the  meeting  I  referred  to.  before  we 
started  debating  on  this,  our  president,  Joe  Benedict,  who  has  NOW 
accounts  in  Worcester,  asked  our  staff  man  to  put  the  facts  on  the  table 
with  respect  to  what  we  have  learned  generally,  and  then  he  asked  each 
New  England  director  and  the  New  York  director  to  state  their  ex- 
}}erience.  And  some  of  the  concerns  began  to  evaporate,  and  we  get 
down  to  the  one  concern. 

In  New  England  thrift  institutions  and  commercial  banks  have 
NOW  accounts  and  pay  5  percent  on  them.  The  differential  has  not 
been  taken  away  on  tlie  savings  accounts  and  on  the  certificates.  I  told 
our  people  that  ought  to  be  some  assurance  that  you  won't  necessarily 
lose  the  differential,  which  is  what  you  said,  if  you  have  NOW 
accounts. 
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But  my  assurance  to  thpm,  based  iifmn  that  history,  and  I  think  your 
assurance  to  them  has  not  been  enough  to  cause  us  to  say  OK,  let  ub 
have  them  without  the  statufory  protection  extended. 

Chairman  St  Germain.  Have  they  looked  at  the  other  side  of  the 
coin,  that  being  those  tliat  would  desire  the  elimination  of  the  differ- 
ential would  not  abate  their  efforts  and  that  the  savings  and  loans 
could  end  up  with  no  differential  and  no  third-party  transaction  ac- 
count powers* 

Mr.  SmrxK.  And  that  worries  me. 

Chairman  St  Germaix.  It  gives  one  cause  to  pause,  docs  it  nott 

Mr.  STRtTNK.  It  does. 

Chairman  St  Germain.  Mr.  Barnard  ? 

Mr.  Barnard.  Thank  you.  Mr.  Chairman. 

Mr.  Roessner.  I  am  intrigued  with  your  statement  about  the  success 
of  the  NOW  accounts  operation  in  six  States  where  it  is  now  permit- 
ted. What  were  the  figures  that  you  recited  ? 

Mr.  Roessner.  This  data,  incidentally,  Mr.  Barnard,  is  from  the 
Federal  Reserve  Bank  of  Boston  and  the  Federal  Home  Loan  Bank 
of  Boston.  In  the  2  years  from  March  31. 1977,  to  March  31, 1979,  the 
total  number  of  NOW  accounts  rose  from  1.4  million  to  2.2  million,  an 
increase  of  800.000.  almost  double.  Total  balances,  the  dollar  balances, 
in  those  same  NOW  accounts  over  the  same  period  rose  from  $2.2  bil- 
lion to  $3.7  billion. 

Mr.  Barnahd.  You  don't  have  any  comparative  figures  as  to  what 
percentage  that  is  of  the  entire  market,  do  yout 

Mr.  RoESSNXR.  No,  I  don't.  But  as  Mr.  Strunk  testified  in  the  case 
of  the  thrifts,  it  is  about  2  to  ^  percent  of  assets.  I  think  in  the  case 
of  commercial  banks,  it  is  somewhere  about  the  same. 

You  see,  the  commercial  banks  still  aggressively  promote  nwi- 
interest-bearing  demand  deposits.  It  is  much  nicer  to  invest  ti)at 
money  in  Treasury  bills  at  10  percent  when  you  are  not  paying  for  it, 

Mr.  STRrxK.  If  I  misrht  put  mvsolf  in  this,  in  Connecticut  the 
thrift,  institutions  have  both  a  checking  account  nonintere^st  bearing 
and  a  NOW  account.  Some  savings  banlis  offer  one  and  not  the  other, 
and  some  offer  both.  And  the  consumers,  depositors  there,  can  take  a 
look  at  the  numbers  and  see  whether  they  would  like  to  have  a.  free 
checking  account  or  a  XOW  account  on  which  interest  is  paid  at  6 
percent  plus  charges,  and  that  is  basically  what  the  commercial  banks 
have.  They  give  the  depositor  a  choice,  and  some  take  one,  some  taJie 
the  other. 

Mr.  Roessner.  Mr.  Bamaitl.  I  think  it  is  important  to  understand — 
and  Mr.  Strunk.  too — that  this  bill  does  not  mandate  the  payment  of 
interest.  It  autliorizes  the  i>ayment  of  interest.  If  a  thrift  institution 
wants  to  offer  these  things  at  all.  they  don't  have  to  pay  for  them.  They 
don't  even  have  to  offer  them. 

Mr.  Barnard.  Well,  that  brings  up  my  next  question:  How  many 
of  these  institutions  now  offer  services  like  th©  telephone  ttansfer 


Mr.  Roessner.  That  is  available  on  a  nationwide  basis,  sir.  My  insti- 
tution is  one.  I  think  the  last  numbers  I  saw  on  this  was  only  a.  couple 
of  hundred. 

Mr.  Barnabo.  So  far,  no  institutions  have  phased  that  out  because 
of  the  ability  to  have  checking  accounts! 
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Mr,  RoESSNER.  No,  sir.  the  checking  account  or,  if  you  will,  sir,  the 
access  to  that  account  other  than  by  preauthorized  telephonic  transfers 
for  bill  payments  can  only  be  acceded  through  an  instrument  called 
a  check. 
Mr.  Barnard.  Do  you  chara;e  a  service  fee  for  that  ? 
Mr.  RoERSNER.  Yes.  sir.  W^  pay  5-pcrcent  interest  from  day  of  de- 
posit to  day  of  withdrawal.  If  the  account  is  $1,000  or  over,  there  is 
no  charge.  If  the  balance  drops  below  $1,000,  it  is  a  dollar  a  month, 
notwithstanding  the  vohinie  of  transactions.  We  pay  interest  on  all 
balances  from  day  of  deposit  to  day  of  withdrawal,  down  to  $50. 
Mr.  Barnard,  You  don't  «ill  that  a  gimmick,  I  presume! 
Mr.  RoESaxER.  I  consider  it  a  tremendous  consumer  service. 

Mr.  Bahxakd.  The  reason  T  said  that 

Mr.  RoEssxER.  It  is  the  best  thing  since  sliced  bread,  Mr.  Barnard. 
Mr.  Barxakd.  Several  times  I  have  heard  comments  made  about 
bat's  and  SCATs,  and  I  was  just  wondering  if  it  was  not  a  gimmick 
in  that  area. 

Mr.  KoESSNER.  I  am  sorry,  I  did  not  understand  the  first  part  of 
that. 
Mr.  Barnard.  What  is  the  expressicm,  Mr.  Chairman? 
Chairman  St  Gebmaix.  We've  pot  the  BAT's  and  the  SCAT's.  And 
the  reason  I  have  referred  to  these  as  gimmicks  is  because  indeed,  Mr. 
Roessner.  you  have  had  to  resort  to  the  telephonic  transfer,  absent  the 
power,  absent  the  checking  account  power,  the  third  party  transaction 
account  power. 

However,  would  your  customers  not  be  better  served  by  a  NOW 
account  type  negotiable  order  of  withdrawal  or  a  straight  checking  ac- 
count than  telephonic  transfer  accounts? 

Mr,  RoBSSXER.  Your  point  is  well  taken.  Many  of  these  innovations 
have  developed  over  the  years  absent  broad  legislative  authority.  This 
is  why  we  testified,  if  you  recall,  that  we  don't  think  it  is  in  the  public 
interest  that  the  regulators  inhibit  innovation  as  a  result  of  this  court 
decision. 

Mr.  Barxard.  But  you  are  not  telling  us  that  you  are  going  to  dis- 
continue this  telephonic  transfer  service. 

Mr.  Roessner,  No.  sir.  Mr.  Barnard.  But  I  am  saying  it  would 
never  have  developed  if  we  had  to  await  congressional  authority. 

Mr.  Barnard.  Mr.  Roessner,  do  you  mean  to  tell  me  you  are  going  to 
stay  in  place  now?  You  are  not  going  to  develop  any  more 
innovations  ? 

Mr.  RoESHXER.  We  are  going  to  try  real  hard.  But  all  we  are  con- 
cerned with  and  we  want  to  call  it  to  your  attention  that  it  is  not  in 
the  miblic  interest  to  stifle  innovation  if  it  is  done  in  a  reasonable  way, 
Mr.  Barnard.  This  is  kind  of  contradictory  to  me.  I  mean,  first  of 
all.  you  say  you  have  to  have  innovation  to  overeome  f'e  prohibition, 
and  then  you  turn  right  around  and  say  relieve  us  of  the  prohibition 
but  don't  stymie  the  innovation.  I  don't  think  innovation  will  ever  be 
stvmied  for  anybody  who  is  really  trying  to  take  hold  of  the  market- 
place. There  is  always  goine  to  be  innovation;  don't  you  think  so? 

Mr.  Roessner.  Yes.  sir.  But  there  will  be  more  or  lees  innovation. 
And  Ibis  court,  after  all,  one  of  the  highest  courts  in  the  land,  has 
declared  that  these  actions  of  these  regulators  was  illegal. 
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Mr.  Barnard.  How  successful  have  your  telephonic  transfers  beent 

Mr.  KoESSNER.  Ours  are  not  telephonic  transfers.  It  is  the  bill-payinp 
system,  and  thei-e  is  a  difference. 

Mr.  Barxard.  How  successful  is  that  ? 

Mr.  RoEssxER.  Reasonably  successful.  But  it  is  a  new  type  thing. 
People  understand  the  check.  They  don't   undei-stand  the  kind  of 

S tinted  statements  they  receive  from  us  monthly.  We  really  have  to 
raw  pictures  for  them. 

But  we  have  about  3,000  of  tliose  accoimts.  We  are  paying  thousands 
of  bills.  It  is  a  growing  thing. 

Mr.  Barnard.  Do  you  pay  interest  on  those  ? 

Mr,  RoEfiSXEH.  Yes.  sir ;  5  percent. 

Mr.  Barnard.  And  charge  per  item  ? 

Mr.  RoESSNER.  No.  the  service  is  free,  if  the  balance  is  $1,000.  If  the 
balance  is  less  than  $1,000  in  a  month,  $1  a  month  regardless  of 
the  number  of  transactions,  and  we  continue  to  pay  interest, 

Mr.  Babnard.  That  is  a  innovation,  and  I  compliment  you  on  it. 

Mr.  RoESSXER.  It  is  a  terrific  consumer  benefit. 

Ms.  Broadmax.  Could  I  comment  on  that? 

Mr.  Barnard.  Go  right  ahead. 

Ms.  Broadmax.  I  think  also  some  consumers  like  the  telephone  bill- 
paying  system;  many  do  not,  because  they  are  concerned  that  they 
won't  nave  control  over  their  accounts.  They  are  concerned  that  if  they 
call  up  on  the  phone  and  say,  "Pay  $10  to  Washington  Electric  & 
Light."  that  the  bill  might  not  get  paid,  it  might  not  be  in  the  right 
amount,  they  don't  get  the  check  back  afterwards. 

So  that  I  think  there  is  a  mixed  response  toward  many  of  these 
innovations. 

But  the  point  I  would  like  to  make  is  that  I  do  feel  that  the  innova- 
tions are  beneficial  to  consumers,  that  consumers  should  have  the  choice 
so  if  people  want  to  go  with  one  kind  of  account  should  be  able  to  and 
those  who  don't  with  another.  But  that  decision  should  be  made  on  a 
very  informed  basis. 

Mr.  Baknasd.  Let  me  ask  you 

Chairman  St  Germaix.  Would  you  yield  for  half  a  second! 

Mr,  Barnard.  Yes. 

Chairman  St  Germain.  My  concern  is:  I  think  the  court,  in  ita 
decision,  did  not  specifically  address  a  telephonic  type  transfer,  but  it 
is  still  vacue.  And  as  a  result  thereof,  Mr.  Roessner,  wouldn't  you  be 
more  comfortable  if  the  legislation  we  are  considering  were  adopted  so 
you  would  not  be  concerned  as  to  wliether  or  not  you  oould  ccmtinae 
this? 

Mr.  RoESBNER.  No  question,  Mr.  Chairman. 

Chairman  St  Germaix.  I  thank  the  gentleman  for  yielding. 

Mr.  Barnard.  Ms.  Broadman,  how  do  you  see  the  consumer  today  in 
the  area  of  financial  institutions?  Do  you  think  the  consumer  is  more 
imposed  on  as  far  as  the  services  offered,  and  do  you  think  that  this 
bill  would  really  improve  the  services  to  consumers? 

Ms.  Broadmax.  Many  consumers  are  absolutely  bewildered  by  the 
variety  of  accounts  and  the  variety  of  services  being  presented.  Con- 
sumers Union's  mail  reflects  this. 

My  personal  experience,  talking  to  people^  confirms  this.  It  ia  veij 
hard  to  compare  accounts.  There  are  checking  accounts,  savings  ac- 
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counts,  NOW  accounts,  and  EFTS  accounts.  There  are  so,  so  many 
innovations.  People  are  having  a  hard  time  with  much  of  it.  There 
is  a  great  need  for  consumer  education.  There  is  a  great  need  for  help- 
ing people  figure  out  what  these  accounts  are  and  which  accounts  are 
beneficial  or  not  beneficial. 

Mr.  Baenard.  What  do  you  think  would  be  the  easiest  solution  for 
the  consumer? 

Ms.  BROAnMAN.  Standardized  disclosures,  in  simple,  plain  English. 
Consumer  education,  ifany  of  the  regulatory  agencies  should  be  doing 
mucli  more  in  the  way  of  consumer  education. 

Mr.  Barnard.  You  don't  foresee  any  change  in  the  structure,  though ; 
you  don't  see  any  change  in  the  financial  institution  structure  to  better 
satisfy  the  consumer? 

Ms.  Broadman,  I  don't  have  a  master  plan.  We  have  not  designed 
an  ideal  financial  institution. 

Mr.  Barxard,  But  how  are  consumers  being  affected  by  the  fact 
that  we  have  various  types  of  financial  institutions? 

Mb,  Broadman.  They  have  different  choices:  different  forms  of 
financial  institutions,  and  a  variety  of  services. 

Mr.  Barnard,  They  understand  that,  though,  don't  they?  They  un- 
derstand there  is  a  difference  between  a  savings  and  loan  association 
and  a  commercial  bank  ? 

Ms.  Broadman.  Most  people  don't.  Many  people  don't  really  fully 
understand  all  of  the  subtle  differences  between  a  savings  and  loan 
and  a  bank. 

Mr,  Barnard.  So  what  do  you  think  we  ought  to  do?  Merge  them? 
Mb.  Broadman.  I  am  not  proposing  that  they  should  be  merged. 
Mr.  Barnard.  Seriously,  I  am  concerned  about  this.  It  we  are  really 
going  to  satisfy  consumer  needs,  how  far  should  we  go? 

Ms,  Broadman.  It  is  not  that  important  that  consumers  undei'stand 
all  the  subtle  differences  between  a  savings  and  loan  and  banks.  What 
consumers  need  to  understand  is  the  services  that  are  being  offered  to 
them,  so  that  they  can  choose  the  services  they  want. 

Mr.  Barnard.  Do  you  think  we  do  that  in  this  legislation? 
Ms.  Broadman,  No. 

Mr.  Barnard.  Are  we  confusing  them  even  more  if  we  now  permit 
them  to  have  checking  accounts  at  a  savings  and  loan  association? 
I  am  not  being  pro  or  con ;  I  am  just  asking. 

Ms.  Broadman,  It  is  important  that  these  issues  be  explored.  I  have 
suggested  that  more  disclosure  provisions  be  included  m  this  bill  so 
that  consumers  can  at  least  understand  NOW  accounts.  The  whole 
area  needs  to  be  addressed.  Disclosures  on  all  the  different  accounts — 
savings  accounts,  checking  accounts,  NOW  accounts — should  be 
standardized. 

Mr.  Barnard.  Do  you  have  any  studies  that  you  have  conducted  to 
indicate  that  the  consumer  is  confused?  I  see  millions  and  millions 
of  dollars  in  advertising  every  year  by  banks  and  savings  and  loan 
associations,  and  I  iust  can't  believe  in  my  own  mind  that  if  people 
can  read  and  write  that  they  are  that  confused  about  what  these  insti- 
tutions do. 

Now.  that  doesn't  mean  that  they  don't  want  these  conveniences 
in  the  same  institution.  I  am  not  saying  that  at  all.  But  I  really  be- 
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lieve  that  they  understand  the  differences  in  these  institutions  and 
they  know  what  they  are  going  to  get  out  of  it. 

Ms.  Broai>man.  r^t  me  ask  you  a  question :  Do  you  have  a  savings 
account? 

Mr.  Barnard.  Absohitely. 

Ms.  BnoADMAx.  Do  you  know  how  the  balance  is  computed  to  which 
the  interest  is  paid  ? 

Mr.  Barnard.  I  am  afraid  that  I  am  sort  of  ahead  of  you,  I  was 
a  banker  for  20  years. 

Ms.  Bboadman.  Well,  then,  you  do.  How  many  people  do  you  think 
know?  I  have  known  people  whom  I  consider  very  knowledgeable 
and  intelligent,  open  a  sa%'ings  account  at  a  bank  that  uses  the  low- 
balance  method. 

Mr.  Barnard.  I  will  answer  this  question.  I  don't  think  many  of 
them  do,  and  I  don't  think  there  is  a  regulation  on  the  books  that 
makes  them  any  smarter. 

Ms.  Broadmax.  I  agree  that  most  people  don't  know  how  the  bal- 
ance is  computed. 

Mr.  Barnard.  So,  consequently,  we  have  put  the  financial  institu- 
tions at  great  hardship  and  at  gi-eat  expense  in  trying  to  satisfy  an 
unknown  demand.  Of  course,  that  is  another  subject  which  we  might 
get  onto  at  great  length.  But  I  cannot  see  how  there  has  been  much 
done  to  benefit  the  consumer  because  of  all  these  rules  and  regulations 
that  we  have  imposed  upon  the  bankers, 

I  think  we  need  to  disclose  casts  of  options,  and  I  think  banks  ought 
to  be  honest,  and  financial  institutions  all  should  be  honest.  Everybody 
ought  to  be  honest.  But  we  can  go  to  such  a  degree  that  it  is  strapping 
financial  institutions,  if  is  strapping  the  free-enterprise  system,  be- 
cause they  trj'  to  adhere  to  all  of  these  manufactured  concerns. 

Mr.  RoEssxER.  Mr,  Barnard,  one  of  the  points  I  wanted  to  make — 
anil  I  endorse  the  consumer  testimony  here — is  that  consumers  donV 
draw  the  same  distinctions  in  their  minds  that  you,  a  banker,  and  I. 
a  saviuffs  and  loan  jTei-son  draw,  because  we 

Mr.  Barxard.  Ex-banker.  I  am  a  Congressman  now. 

Mr.  RoEssxER,  Yes,  sir.  I  just  wanted  to  point  out  we  have  some- 
thing like  ."iOO.flOfl  depositors,  and  the  most  frequently  asked  question 
in  our  office  is,  "I^Tiy  don't  you  have  a  checking  account?  Why  do  we 
have  to  pn  to  another  institution  ?  We  like  it  here.  This  is  convenient," 
.Vnd  f  hey  want  to  have  that  facility  there. 

It  is  a  gi-ave  inconvenience  to  force  them  to  another  institution.  Of 
our  depositoi-s,  fi.T  percent  have  checking  accounts.  That  is  why  we 
can't  get  the  direct  deposit,  and.  sir.  direct  deposit  of  payrolls  is  on  the 
way.  It  is  coming  now.  That  is  getting  to  be  a  substantial  flow  of 
funds.  To  force  all  of  that  tlirough  the  commercial  banking  system 
at  no  interest.  I  submit,  is  a  consumer  ripoff. 

Mr.  Barn.\rd.  By  the  way.  I  think  we  need  to  correct  that  testimony 
that  was  made  earlier.  Mr.  Chairman,  about  the  amount  of  money 
that  was  in  the  demand  deposit.  That  figure  was  M„  which  is  demand 
deposits  and  curi-ency.  and  represents  everything.  I  think  the  nxnre 
accurate  figure  for  consumer  accounts  would  be  about  $»7  billion, 
which  still  is  n  lot  of  money. 

Chairman  St  Germaix.  Couldn't  vou  do  all  right  on  interest  with 
that? 
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Mr.  R0E88NER.  That  is  just  the  consumer.  We  have  several  hundred 
billions  of  other  small  business  people. 

Mr.  Baknard.  My  time  is  fleeting.  Could  I  have  one  more  question, 
Mr.  Chairman? 
Do  you  accept  commercial  accounts  in  your  instituti(m  ? 
Mr.  RoEesNER.  Yes,  sir. 
Mr.  Barnabd.  How  are  they  handled? 

Mr.  R0E86NEH.  Commercial  deposits?  We  have  savings  accounts. 
There  was  never  a  prohibition. 

Mr.  Barnard.  You  do  keep  commercial  accounts? 
Mr.  R0E86XER.  Only  with  respect  to  savings  deposits  or  certificates 
nf  depofflt. 

Mr.  B.\RNARD.  Well,  do  you  provide  a  service  where  the  balance  can 
automatically  be  transferrea  to  a  checking  account  in  another 
institution  ? 

Mr.  RoESSNER.  No,  sir.  Mr.  Barnard,  I  subscribe  to  what  Chairman 
McKinney  testified  to  this  morning,  that  we  were  designed  to  serve 
people.  We  are  not  anxious  to  serve  commerce  and  industry;  that  is 
the  function  of  the  commercial  bank,  in  our  judgment. 

Mr.  Barnard.  What  about  Mr.  Strunk  ?  How  does  your  organization 
feel '(  They  have  these  accounts;  right? 

Mr.  Strunk.  We  have  savings  deposits  from  corporations.  Some  of 
our  institutions  offer  a  telephone  transfer  service,  but  that  is  not  auto- 
matic. The  corporation,  the  treasurer  of  the  corporation,  the  presi- 
dent, they've  got  to  make  a  telephone  call  to  the  savings  and  loan  to 
transfer  money  to  their  checking  account  in  a  commercial  bank.  That 
is  not  an  automatic  arrangement.  It  is  the  commercial  banks  that  have 
liad  the  automatic  transfer  arrangement.  We  haven't  had  that. 

Mr.  Barnard,  Don't  you  believe,  Mr,  Roessner,  that  we  should 
include  all  demand  deposit  accounts  in  this  legislation? 

Mr.  Roessner.  With  respect  to  thrift  institutions,  I  disagree  with 
Mr.  Strunk.  I  think  it  is  important.  It  is  time  that  Congress  allowed 
commercial  banks  to  pay  interest  on  all  their  accounts. 
Mr.  Barnard.  Thank  you,  Mr.  Chairman. 

Chairman  St  Germain.  Mr.  Barnard,  that  which  I  was  reading 
from  earlier  was  the  "Domestic  Financial  Statistics  of  the  Federal 
Reserve  Board,"  December  1978,  page — it  begins  at  page  A-18  and 
goes  on  to  page  A-19.  And  on  page  A-lfl,  item  75,  demand  deposit  of 
commercial  banks,  $374,358,000,000;  insured  conraiercial  banks,  $367 
billion. 

Chairman  St  Germain.  I  would  like  to  also  observe  that  a  few  years 
ago.  as  I  get  irritated  during  every  campaign,  my  opponent  alway.'s  says 
I  am  a  friend  of  the  banks,  and  then  the  press  picks  this  up  and  they 
make  me  a  friend  of  the  banks.  Well.  I  think  Mr.  Barnard  knows  that 
it  is  not  a  very  accurate  sobriquet. 

Mr.  Barnard,  Mr.  Chairman,  you  are  a  very  objective  fellow  in  every 
respect,  and  I  compliment  you. 
Chairman  St  Germain.  I  try  to  be  objective. 

Now.  however,  I  took  a  poll  with  the  pi-ess,  members  of  the  press,  and 
I  would  report  to  you  that  out  of  100  i)eople  in  the  press,  actively 
engaged  in  the  press,  in  writing — it  was  primarily  the  written  press — 
I  have  foimd  two,  because  tliev  were  financial  writei'H,  that  knew  the 
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difference  between  a  savings  and  loan,  a  mutual,  a  credit  union,  and  a 
commercial  bank. 

Mr,  Barsam).  Well,  you  know,  most  reporters  are  not  paid  enough  to 
keep  a  savings  account,  so  T  can   understand  that.   [Laughter.] 

Chairman  St  Germaix.  You  know,  it  is  unfortunate— and  I  think 
you  have  probably  had  the  same  experience — it  is  unfortunate  people 
have  a  habit  of  referring  to  any  commercial  institution  as  "the  bank," 
and  that  is  it.  They  unfortunately  don't  differentiate,  and  it  is  indeed 
confusing  for  them. 

Mr.Wylie? 

Mr.  Wylie.  Well,  I  would  associate  myself  with  Mr.  Barnard's 
observation  that  you  are  indeed  an  objective  chairman. 

Did  you  hear  my  statement  or  question  a  little  earlier  to  Mr.  Stnink 
and  Mr.  Roessner.  where  I  was  attempting  to  draw  a  distinction  in  the 
functions  of  money  between  money  as  a  medium  of  exchange  and 
money  as  a  store  of  value  ? 

Mr.  Roessner.  Yes,  I  did. 

Mr.  Wyi,ie,  The  second  part  of  that  question,  or  the  second  question 
is :  Turning  to  the  question  of  money  as  a  store  of  value,  I  come  out  a 
little  differently  than  I  do  using  money  as  a  medium  of  exchange.  I  feel 
that  as  a  Congress  we  have  an  obligation  to  somehow  maintain  the 
worth  of  money  as  a  store  of  value,  and  since  we  have  inflation  T  feel 
we  have  an  obligation  to  help  people  offset  the  effects  of  inflation  on  the 
money  people  have  stored  in  their  savings  accounts  and  to  encourage 
them  to  put  their  money  into  savings  accounts. 

So,  to  me,  this  might  indirate  that  we  ought  to  let  interest  rates  on 
savings  accounts  rise  according  tn  the  market,  because  that  is  the  way 
inflation  would  be  offset  by  interest  payments  on  savings  accounts 
where  money  serves  as  a  store  of  value. 

Now,  do  you  .see  the  distinction  that  I  am  attempting  to  make,  that 
at  the  same  time  T  would  .say  parenthetically  that  I  hope  you  under- 
stand our  problem  here  when  we  have  two  representatives  of  the  same 
industry  who  are  diametrically  opposed  in  tlieir  views  ? 

Mr.  RoESRxtat.  Mr.  Wylie.  could  T  start  at  the  end  and  work  forward 
to  that  question?  Honestly,  T  don't  think  we  are  that  diametrictllj 
opi>osod.  I  think  it  is  a  question  of  emphasis.  I  think  Mr,  Strunk  is 
reflecting  the  majority  wish  of  his  constituents.  I  think  he  has  also 
testified,  however,  that  NOW  accounts  do  work.  They  serve  a  public 
purpose  and  (hey  are  no  burden  to  the  small  institution.  They  no  not 
ero<ie  the  specialization  of  thrift  institutions.  They  don't  change  the 
cjiaracter  of  our  institutions.  .\nd  this  has  all  been  proven  in  over  5 
years  in  Xew  England. 

But  he  is  also  reflecting  a  great  concern  about  the  ability  of  savings 
and  loan  associations  to  compete  with  commercial  banks  in  an  infla- 
tionary  economy  where  we  have  distortions  of  all  kinds,  where  short- 
term  rates  are  10  and  11  nnd  12  percent,  with  ll-"^  percent  prime,  and 
that  is  only  the  amount  that  is  stated.  With  the  20-percent  compensat- 
ing balance  of  non  interest -bearing  deposits,  the  rate  is  more  like  15 
percent. 

So,  in  this  kind  of  an  environment,  we  cannot  make  30-year  flxed- 
rate  mortgages  at  9,  10,  11  percent  that  are  going  to  be  worth  80  per- 
cent of  value  2  vears  from  now  or  1  year  from  now.  If  is  that  concern 
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of  this  industry,  Mr.  WvHe,  that  I  dont  want  to  disregard,  either. 

I  liave  tried  here  on  behalf  of  the  National  League  and  my  personal 
view  to  point  out  that  this  bill  is  long  overdue.  It  is  consumer-oriented, 
and  it  will  not  ruin  everything  we  are  doing. 

Now  to  get  back  to  your  other  question,  we  are  not  that  far  apart, 
really. 

Mr.  Stbunk.  That  is  correct. 

Mr.  Wylie,  But  you  don't  think  there  necessarily  needs  to  be  an 
interest-rate  differential  ? 

Mr.  K088NER.  Now,  that  is  another  subject  which  is  not  really  in  this 
b'll,  Mr.  Wylie.  I  testified  earlier 

Mr.  Wylie.  Well,  Mr.  Strunk  thinks  it  is, 

Mr.  RoEsSNER.  He  said  that  if  it  means  giving  «P  the  differential 
to  get  NOW  accounts,  we  would  rather  not  have  NOW  accounts. 

Mr,  Wylie,  But  you  don't  feel  that  way  ? 

Mr.  R0E8SNER.  Well,  T  feel  like  the  chairman :  That  we  are  liable  to 
wind  up  losing  the  differential  and  not  having  NOW  accounts.  And 
that  is  a  worse  eventuality,  so  far  as  I  am  concerned. 

Ml-,  Wylie.  I  understand.  But  isn't  that  the  linchpin  of  the  argu- 
ment against  this  bill? 

Mr.  RoEssNER.  That  is  the  only  argument  against  it  that  I  can 
conceive  of. 

But  I  really  think  that  we  should  address  ourselves  to  the  public 
interest  here  more  than  the  industry  interest.  Getting  back  to  your 
question  about  money  as  a  store  of  value  as  a  transaction.  This  is  also 
the  problem  that  is  created  by  inverted  yield  curves,  caused  by  high 
rates  of  inflation.  In  other  words,  if  money,  if  currency  is  worth  10 
percent  an  hour,  you  dare  not  carry  that  currency  with  you  if  you 
are  going  on  a  2-iionr  trip,  really.  When  interest  was  prohibited  on 
demand  deposits,  money  bore  very  little  interest.  Currency  wouldn't 
earn  an>-thing  unless  it  was  put  to  work  over  a  longer  period  of  time. 
That  has changed. 

I  read  recently  about  the  inflation  in  Israel:  50  percent  a  year.  As 
soon  as  a  person  can  get  $100  together,  they  rush  to  the  post  office  and 
buy  an  indexed  government  bond  that  is  indexed  to  the  consumer 
price  index.  It  is  the  only  way  they  can  protect  that  currency.  I  hope 
we  are  not  going  into  a  situation  of  that  kind, 

Jlr.  Wylie.  Well,  I  hope  we  aren't,  either.  But  isn't  thei-e  a  danger 
if  we  start  paving  10, 12.  1.^  percent  on  transaction  accounts  or  NOW 
accounts?  Isn't  that  what  happened?  I  think  Mr.  Strunk  alluded  to 
that,back  in  1929  and  1930. 

Mr.  RoESSNER.  I  disagree.  I  think  there  are  other  ways  to  handle 
that,  I  say  the  cause  of  this  is  inflation  and  very  high  short-term  int«rest 
rates.  And  we  are  going  through  a  period  of  transition  and  ad]U8tment. 

Mr.  Wylie.  If  we  are  going  to  have  a  period  of  short-term  high- 
interest  rates,  arc  we — or  are  we?  T  don't  know.  I  am  iusf  trying  to  be 
the  devil's  advocate.  T  am  searching  for  an  answer.  If  we  have  high 
interest  paid  on  checking  accounts  and  transaction  accounts,  you  are 
suggesting  that  the  ceiling  comes  off  and  I  am  sugge-sfing  that  interest 
rates  will  in  fact 

Mr,  Roessner.  I  think  it  is  important  to  understand  that  I  did  not 
suggest  that  the  ceilings  come  off.  I  said  we  need  this  authority. 
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Mr.  Wyt,iE.  But  the  bill  says  they  should  come  off. 

Mr.  RoEBSXER.  No.  the  bill  does  not  refer  to  interest  rate  ceiling 
nt  all.  Thitt  is  important.  And  I  think  this  bill  separates  all  those 
peripheral  considerations  from  the  clear-cut  is-sue  of  interest  on  de- 
mand deposits  and  the  right  to  offer  access  to  those  accounts  in  ail 
types  of  institutions.  If  is  a  very  simple  bill. 

Mr.  Wvi.iE.  Ms.  Broadman,  on  page  3  of  your  testimony,  you  say 
that  H.R.  .t864  would  also  allow  businesses  to  utilize  NOW  accounts, 
and  you  don't  think  (hat  businesses  should  be  allowed  to  use  NOW 
accounts.  Is  that  correct? 

Ms.  Broadman.  We  don't  come  out  and  say  we  don't  think  busi- 
nesses should  not  be  allowed  to  use  them.  We  suggest  that  this  issue 
be  studied  further  to  see  what  the  impact  of  business  NOW  accounts 
would  be  on  individual  NOW  accounts.  We  are  concerned  that  indi- 
viduals may  end  up  carrying  the  costs  of  these  other  accounts  and 
that  some  sort  of  pi-ovision  may  be  needed  to  assure  that  they  don't. 
We  linven't  come  out  with  a  position. 

Mr.  Wtlie,  That  is  one  of  my  concerns,  the  administrative  costs  of 
NOW  accounts — but  might  we  not  reduce  the  cost  of  the  individual  if 
we  allow  the  busincs.ses  to  increase  the  volume  in  NOW  accounts  md 
thus  spread  the  administrative  cost  ? 

Ms.  Broabmax.  I  can\  hear  you  verj-  well. 

Mr.  Wylie.  Tite  |)oint  I  want  to  make  is  that  NOW  accounts,  as  yon 
say.  are  going  to  cost  some  money  to  administer,  to  individuals.  Mif^t 
we  not  reduce  the  cost  to  individuals  if  we  increase  the  vohime  and 
spread  the  costs  by  inchuling  business  accounts  ? 

Ms.  Broadman'.  That  is  a  jxissibility  that  shoidd  be  considered  in 
any  study  of  this  subject.  We  have  not  studied  this  subject  enou|i^ 
We  don't  have  any  answers.  We  need  to  develop  some  answers  beron 
ne  authorize  business  NOW's. 

Mr.  SrarxK.  The  substantial  cost  in  handling  checking  accounts 
comes  in  the  checking  accounts  of  corporations  because  a  corporation 
writes  so  many  more  checks  tlian  we  do  individually.  The  reason 
that  the  thrift  in.stitutions  in  Xew  Englaud  iiave  been  able  to  handle 
NOW  accounts  without  a  lot  of  new  people  and  a  lot  of  new  machines 
is  that  they  are  limited  to  the  cliecking  accounts  of  people.  The  nnm- 
l>er  of  checks  on  the  average  is  6  to  8  per  depositor  per  month. 

Chairman  St  Germaix.  Don't  get  yourself  in  too  deep  now. 

Mr.  STBrvK.  I  understand  all  the  advantac^s  of  NOW  accounts. 
T  have  only  one  hang-up  in  the  price  of  the  NOW  account  in  terms  of 
the  differential. 

But  the  thrift  institutions,  the  ludnute  they  begin  to  handle  check- 
ing accounts  for  corporations,  would  be  into  a  different  kind  of  volume 
bu,siness. 

Mr.  Wylie.  So  you  would  agree  with  Ms.  Broadman  that  busineee 
accounts  |>rohablv  ouyht  to  be  excluded  ? 

Mr.  Strunk.  That  is  correct. 

Mr.  Wtue.  Mr.  Roessner  raises  his  hand.  He  wants  to  speak. 

Chainuan  St  Germaix.  Could  I  jump  inhere? 

Mv  question  that  I  wanted  to  put  to  the  panel  is  this:  I  think  tSr. 
Stnink.  and  I  said  to  you.  don't  diir  yourself  in  too  deep — the  reason 
for  that  is  that  savings  and  loans  do  n  lot  of  business  with  real  estate 
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firms,  title  firms,  and  so  forth,  who  would  be  natural  customers  for 
tlie  savings  and  loans. 

So  to  say  you  want  to  preclude  business  associations  is  dangerous,  I 
think,  befoi-e  we  give  this  a  little  more  thought,  the  reason  bemg  there 
is  nothing  that  says  that  once  they  go  over  x  number  of  checks,  that 
there  canx  be  a  service  charge  for  these  checks. 
That  is  No.  1. 

And  No.  2. 1  would  ask  this  of  the  panel :  Supposing  we  were  to  put 
a  limitation  and  perhaps  tie  it  to  the  insurance  on  deposits,  a  limitation 
on  the  amount  that  could  l>e  maintained  in  this  interest-bearing  check- 
ing account  of,  let  us  say,  $40,000,  which  would  allow  the  small  busi- 
nessman to  participate. 

You  take  a  real  estate  firm.  They  have  five  or  six  deposits,  and  it  is 
just  going  to  be  there  foi'  a  short  period  of  time  before  they  then  trans- 
fer those.  But  that  would  allow  these  firms  to  deal  with  the  thrift  in- 
stitutions more  fully.  It  would  allow  the  small  businessman  to  take 
advantage  of  this. 

But  what  I  think  would  allay  your  fears,  Ms,  Broadman,  about  large 
corporations  maintaining  very  large  balances — now,  No.  1, 1  feel  that 
that  argument  isn't  too  good  l)ecause  if  a  large  corporation  who  wants 
to  make  money  on  their  money,  they  can  make  a  whole  lot  more 
money  by  puffing  their  funds  info  other  areas  where  they  are  readily 
accessible. 

Money  market  funds,  for  one,  tliey  are  paying  9  to  10  percent,  and 
they  can  write  checks  at  will. 

So  I  think  your  fears  are  unfounded.  But  nonetheless,  if  it  is  felt 
by  the  subcommittee  and  the  full  committee  that  they  are  founded, 
well,  we  could  put  a  limitation.  It  could  be  $40,000,  $20,000,  $10,000.  it 
doesn't  matter.  But  allow  the  small  busineaspeT-son,  because  they  are  an 
imiK>rtant  and  integral  part  of  the  business  community,  to  take  advan- 
tage of  this  and  also  participate  in  those  institutions  where  they  could 
do  the  bulk  of  their  business. 

Ms.  Broadmax.  T  am  not  concemed  about  businesses  keeping  enor- 
mous sums  in  low  interest -bearing  accounts.  I  don't  think  that  that  is 
going  to  happen. 

But  even  if  businesses  maintain  small  amounts  in  these  accounts, 
they  may  be  more  expensive  to  handle  for  financial  institutions  because 
there  are  a  lot  of  businesses  and  a  lot  of  business  accounts  and  a  lot  of 
business  activity. 

Perhaps  what  we  should  be  doing  is  what  we  do  with  the  NOW  ac- 
count-s  themselves ;  that  is,  allow  several  States  to  offer  business  NOW 
accoimf  s  and  see  how  it  works. 

Everyone  is  very  pleased  with  the  New  England  experience  and 
therefore,  is  urging  Congi-ess  to  authorize  NOW  accounts  on  a  national 
level. 

But  in  New  England,  only  individuals  and  only  nonprofits  were  al- 
lowed to  use  those  accounts. 

Perhaps  what  we  should  do  is  puthorize  NOW  accounts  nationwide 
for  individuals  and  businesses  and  set  np  some  experimental  St«tes  in 
which  to  see  what  happens  when  all  busines.ses  are  allowed  to  use  NOW 
accounts. 
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Chairman  St  Oermain.  In  other  words,  you  arp  saying,  remember 
this,  because  we  are  always  told  on  this  committee  if  yon  increase  the 
cost  to  the  jiroducer,  tlie  consumer  pays  a  higrher  rate. 

So  if  you  say  to  the  businessman,  no,  we  are  not  going  to  allow  yon 
to  collect  interest  on  these  accounts,  therefore,  they  don't  collect  the 
interest,  that  the  money  is  sterile  and  doesn't  tnm  any  interest,  and  as 
a  result  thereof,  when  they  look  at  what  they  have  to  charge  the  c<m- 
sumer  for  their  product  or  their  service,  it  "has  to  be  a  little  higher, 
does  it  not  ? 

So  in  the  end.  the  consumer  isn't  benefited.  So  you  are  involved  in  a 
vicious  circle  here.  Ms.  Broadman.  I  think  you  ought  to  give  it  a  little 
bit  more  deep  thought  and  i)erhaps  come  back  to  us  in  a  week  or  so 
with  another  statement  on  this. 

Ms.  Broadmax.  We  have  certainly  thought  of  that.  The  cheaper 
things  are  for  business,  theoretically,  the  cheaper  they  are  for 
consumers. 

But.  we're  concerned  that  consumers  who  will  pay  for  the  business 
XOW  accounts  will  be  the  consumers  who  iise  NOW  accounts  rather 
than  the  consumers  who  elect  to  buy  whatever  good  or  service  that 
particular  business  is  offering. 

This  needs  to  be  considered  more  thoroughly.  I  have  not  seen  any 
studies  done,  any  analyses  of  the  impact  of  business-held  NOW  ac- 
counts on  individuals.  I  would  urge  Congress  to  have  some  sort  of 
study,  some  sort  of  analysis  done  before  jumping  into  something  for 
which  we  have  no  experience  and  no  knowledge. 

Mr.  Wyi-iE.  The  chairman's  statement 

Chairman  St  Gebmaix.  I  wanted  to  pet  back  to  Mr.  Roessner  as  well 
on  the  question  of  whether  or  not  we  should  allow  business  accounts. 

Mr,  Roessner.  Well,  fundamentally,  I  endorse  the  notion  that  we 
serve  jieople.  Conmiercial  banks — national  banks  were  prohibited  from 
taking  savings  accounts  until  after  World  War  IT.  They  could  not  call 
them  savings  accounts.  They  conld  not  take  corporate  time  deposits 
savings  accounts  until  quite  recently.  So  these  things  change. 

Now  on  your  |)oint.  Jlr,  Chairman,  about  the  real  estate  industry 
that  has  been  suggested,  I  think  the  Financial  Institutions  Act  passed 
by  the  Senate  in  197.^>  allowed  demand  deposit  authority  for  savings 
and  loans  for  real-estate  related  activities. 

This  is  another  approach. 

I  think  the  chairman's  suggestion  that  perhaps  $10,000  maxinium 
might  be  a  wav  to  go,  really,  even  if  you  eliminated  it,  Mr.  Wylie,  I 
think  you  would  find  some  innovations  developing  whereby  a  doctor, 
for  example,  who  is  now  incorporated  will  have  to  make  a  loan  to  his 
wife  to  deposit  in  his  checking  account  where  he  gets  interest.  The 
professional  corporation  lawyers,  for  example,  would  be  precluded 
from  getting  interest  where  they  close  their  loans  for  the  savings  and 
loan. 

So.  again,  the  more  you  establish  prohibitions  against  the  natural 
flow  of  events,  you  are  going  to  get  some  sort  of  innovation  or 
circumventions. 

Chairman  St  Germaix.  You  know.  T  think  one  of  the  problems  with 
this  bill  wrhaps  is  that  we  have  attempted  to  keep  it  simple,  as  simple 
Hs  possible,  and  that  ha.s  got  people  confused  because  they  usually  in 
the  Congress  look  for  things  that  are  terribly  complicated. 
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Here  I  ajii  trying  to  go  along  wlien  I  keep  hearing  from  the  industry 
be<:ause  I  feel  that  it  would  be  beneficial  to  the  consumer's  will  by 
removing  some  of  these  regulatory  and  statutory  prohibitions  and  allow 
the  marketplace  to  serve  the  public. 

I  want  to  talie  this  opportunity  to  note  the  fact  that  a  former  mem- 
l>er,  a  former  distingui^ed  member  of  this  committee,  who,  with  a 
great  deal  of  wisdom,  left  this  committee  and  went  on  to  bigger  and 
better  things,  both  in  the  State  of  California  and  subsequently,  in  the 
great  State  of  Hawaii,  Mr.  Charles  Fletcher,  is  attending  the  hearings 
this  morning  and  we  are  very,  very  happy  to  have  him  with  us,  and 
it  is  good  to^ee  him  lookingsohealthy  and  robust. 

Maybe  that  is  a  lesson  for  some  of  us  on  this  committee, 

Mr.  RoKssxEK.  You  look  pretty  healthy,  Mr.  Chairman. 

Chainnan  St  Gekmaix.  Well,  we  want  to  express  our  deep  apprecia- 
tion to  the  panel.  I  hope  that  we  are  quitting  early  enough  to  allow 
you  to  have  your  luncheons  and  get  on  to  your  business. 

And  we  will  probably  have  some  further  written  questions  for  you. 

We  are  very  appreciative  of  your  appearance  here  this  morning, 
particularly  onr  witnes.s  from  the  Consumers  Union. 

Tlie  sul)committee  is  in  recess  until  tomorrow  morning  at  9 :30. 

[Wiereupon.  at  1:20  p,m,,  the  subcommittee  adjourned,  to  recon- 
vene at  fl  :30  a.m.,  on  Thursday,  May  17, 1979.] 
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THE  CONSUMER  CHECKING  ACCOUNT  EQUITY  ACT 
OF  1979 


THUBSDAT,  JCAT  17,  1979 
HouBE  OF  Rbpresentativeb, 

SlTtCOMMlTTEE     ON     FINANCIAL     InSTTTDTIONS 

Sttpebvision,  Regulation  and  Insurance, 

COMMITTEF.  ON    BANKING,   FINANCE  AND  UrBAN   AfPAIBS, 

Washington^  D.C. 

The  subcommittee  met  at  9 :40  a.m.  in  room  2128  of  the  Raybum 
House  Office  Building;  Hon.  Fernand  J.  St  Germain  (chairman  of 
the  subcommittee),  presiding. 

Present :  Representatives  St  Germain,  Cavanaugh,  Barnard,  Wylie, 
Hyde,  and  Leach. 

Chairman  St  Germain.  The  subcommittee  will  come  to  order. 

This  morning  we  have  the  continuation  of  hearings  on  transacticm 
account  legislation, primarily  H.R,  3864. 

Our  witnesses  this  morning  are  Roy  Hollihan,  president  of  the  Na- 
I  ional  Association  of  Fe<lerarCredit  Unions,  accompanied  by  Richard 
McConnell.  executive  vice  president;  M.  R.  Hellie,  chairman  of  the 
government  affairs  committee,  Credit  Union  National  Association,  ac- 
companied by  .Tim  Wiliiams,  president  of  CUNA ;  and  John  H.  Per- 
kins, president,  American  Bankers  Association,  accompanied  by  Robert 
W.  Renner,  chairman  of  Comunuiity  Bankers  Division  of  the  ABA. 

Our  first  witness  is  Roy  Hollihan.  We  will  put  your  entire  statement 
in  the  record,  the  you  may  proceed. 

STATEMENT  OF  EOT  HOUJHA»,  PEESIDENT,  NATIOHAL  ASSOCIA- 
TIOH  OF  FESEEAL  CEEDIT  UmONS,  ACCOHPANIEI)  BT  EICHAES 

McCOiraELL,  EXECUTIVE  VICE  FSESIDEKT 

Mr,  Hollihan.  Thank  yoii  very  much. 

Mr.  Chairman,  members  of  the  subcommittee,  I  am  Roy  Hollihan. 
president  of  the  National  As-sociation  of  Federal  Credit  Unions,  and 
manager  of  Redstone  Federal  Ci-edit  Union. 

I  am  here  today  to  give  my  support  and  the  support  of  the  Na- 
tioniil  Association  of  Federal  Credit  Unions  to  the  concept  of  share 
drafts  and  to  the  legislation  you  have  proposed  allowing  federally 
chartered  credit  unions  to  continue  offering  third-party  payment 
services  to  their  members. 

With  me  today  is  Richard  McConnell.  the  executive  vice  president 
of  our  association. 

NAFCT'  has  prepared  for  your  review  a  packet  of  material  too 

extensive  to  discuss  adequately  in  these  few  minutes.  Consequently,  I 
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ask  your  permission  that  these  materials — which  have  been  delivered 
to  you — bp  entered  as  part  of  the  record  of  tliese  hearings. 

There  are.  however,  several  points  that  lend  themselves  to  dis- 
cussion, and  I  would  like  to  briefly  summarize  them. 

In  tlie  first  place,  it  is  the  firm  conviction  of  the  National  Associa- 
tion of  Federal  Credit  Unions  that  share  drafts  are  legal  instruments, 
and  that  their  use  to  enable  members  of  Federal  credit  unions  to 
have  convenient  access  to  their  funds  is  also  clearly  legal. 

It  was  this  conviction  that  motivated  NAFCU  to  petition  the  U.S. 
District  Court  for  the  District  of  Columbia  to  allow  intervention  by 
the  !i.ssociation  in  the  lawsuit  brought  by  the  American  Bankers 
As.sociation  against  the  National  Credit  T^nion  Administration. 

Moreover,  NAFCU's  members  believe  that  share  drafts  are  not 
only  legal,  but  essential,  to  the  continued  viability  of  the  Nation's 
credit  unions  in  a  clian^ng  economic  environment.  Since  passage  of 
the  Federal  Credit  Union  Act  in  1934,  ci-edit  unions  in  the  United 
Si  ates  have  enjoyed  phenomenal  growth. 

Much  of  this  growth  has  taken  place  because  credit  unions,  alone 
among  financial  institutions,  have  stayed  closely  attuned  to  the  finan- 
cial needs  of  the  marketplace. 

When  other  lenders  turned  a  deaf  ear  to  the  needs  of  low-  and 
moderate -income  consumers,  credit  unions  were  diligently  meeting 
those  needs. 

When  other  lenders,  inspired  more  by  the  motive  of  profit  than 
the  motive  of  service,  moved  away  from  the  consumer  marketplace 
to  seek  higher  returns  in  the  commercial  sector,  credit  unions  met 
the  continued  demands  of  the  consumer. 

Credit  unions  today  have  significant  new  powers  granted  by  Con- 
gress over  the  paHt  2  years.  But  even  these  powers  do  not  address  the 
issues  we  are  discussing,  since  they  do  not  come  to  grips  with  the 
questions  at  hand :  First,  whether  or  not  a  credit  union  member  has 
tne  right  to  convenient  access  to  his  or  her  own  funds;  and,  second, 
whether  or  not  a  consumer  has  the  right  to  earn  interest  on  trans- 
action accounts. 

Tliosp  who  answer  "no"  to  these  questions  are  continuing  the  anti- 
progressive  tradition  that  has  made  nonyielding  demand  deposits  a 
commercial  banking  monopoly  that  amounts  to  a  ripoff  of  the  Amer- 
ican consumer. 

It  is  time,  in  our  opinion,  for  that  monopoly  to  give  way  to  con- 
sumer convenience.  Adoption  of  the  third-party  payment  legislation 
contained  in  H.R.  3864  will  continue  this  convenience  to  credit  unions* 
consumer-members. 

Moreover.  I  think  we  would  be  deluding  ourselves  if  we  pretend 
that  the  only  issue  here  is  the  one  of  crt^it  union  ability  to  offer 
paper-based  third-party  payment  instruments. 

it  is  clear  that  funds  transfer  techniques  are  undergoing  a  revolu- 
tion in  this  country,  and  that  without  snare  drafts,  and  other  third- 
party  payment  powers,  credit  unions  will  be  barred  at  the  outset  fnnn 
offering  members  any  modem  payment  services. 

Conseqiiently.  Mr.  Chairman,  NAFCU  supports  H.K.  3864,  ex- 
tending tne  right  of  all  financial  institutions  to  offer  demand  deposits 
that  provide  a  reasonable  yield  to  consumers. 
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We  also  support  maintenance  of  appropriate  reserves  against  trans- 
action accounts,  whether  they  be  called  share  draft  accounts,  NOW 
accounts,  or  checking  accounts. 

Finally,  we  would  urge  that  in  the  interests  of  clarity,  H.R.  3864 
specifically  mentions  snare  drafts  as  a  form  of  demand  deposit 
accounts. 

We  thank  you  very  much  for  the  opportunity  t«  comment  on  this 
proposal,  and  will  be  pleased  to  answer  any  questions  you  may  have 
about  our  position. 

Thank  you. 

[The  prepared  statement  of  Mr,  Hollihan,  on  behalf  of  the  National 
Association  of  Federal  Credit  Unions,  along  with  the  referred-to  sup- 
porting material,  follows :] 
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f   FEDBttM.  CnEDlT  UNIOhS 


COHMIirEE  ON  EAMKIKC,  FINAt^E  AND  URBAN  AFFAIRS 
U.S.  HOUSE  OF  REPRESENT ST IVES 

lirnan,  membcrB  ot  the  comnitteB,  I  an  Roy  HollihMi, 
)f  the  National  AsaociaElon  of  Federal  Credit  unions  and 
Redstone  Federal  Credit  Union.   I  an  hera  today  to  giva 
,  and  the  auppoit  of  the  National  ABHiciatlon  ot   Fedaral 


IscuEslon,  and  I  would  like  to  briefly  sunmaclie  then. 

redlt  unions  to  have  convenient  access  to  their  funds  is  also 

etition  the  U.S.  District  Court  for  Che  District  of  Columbia 
0  allow  intervenfion  by  the  association  in  the  lawsuit  brought 


ire  drafts 


ccedlt  unions 
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««re  ailigendy  Beating  thoce  naeds.  Mien  other  lendsxB,  inspired 
■oce  by  the  native  of  profit  than  the  notive  of  service,  noved  sway 
from  the  consumer  marketplece  to  seek  higher  returns  in  the 

rcial  sector,  credit  unions  met  the  continued  demands  of  the 


By  the  same  token,  credit  unions  have  traditionally  enjoyed 
certain  advantages  over  other  lenders  that  have  contributed  to  their 
success.   These  have  included  th«  convenience  of  credit  union 
location  and  operation.   Often,  the  credit  union  was  the  only 
financial  Institution  located  near  a  workplace  that  had  operating 
hoars  dovetailing  with  the  consumers'  vorking  schedules.   The  ability 
to  deduct  share  deposits  and  loan  payments  directly  from  en  employee's 
paycheck  haa.  In  the  past,  been  a  significant  —  and  In  some  cases 
unique  —  advantage  credit  unions  have  enjoyed  over  other  financial 


Today,  both  of  these  advantages  have  been  significantly  eroded 
by  the  development  of  new  technology.  Many  financial  institutions 
now  use  automated  teller  machines  to  provide  24-hour  financial 
services  in  shopping  centers,  transportation  facilities,  and  major 
workplaces.   In  sdditlon,  the  development  of  direct  deposit  programs 
utilizing  automated  clearing  houses  has  made  other  financial 
instltutionB  direct  competitors  with  credit  unions  for  our  members' 
dollars.  Because  credit  unions  are  formed  largely  around  the 
common  bond  of  employment,  the  growth  of  direct  deposit  In  the 
armed  forces,  government  agencies,  end  industry  makes  third-party 
payment  powers  for  credit  unions  even  more  essential  if  they  are 
to  retain  their  existing  members. 

Credit  unions  have  today  significant  new  powers  granted  by 
Congress  over  the  past  two  years.   But  even  these  powers  to  not 
address  the  issues  we  are  discussing,  since  they  do  not  cone 
to  grips  with  the  questions  at  hand:   first,  whether  or  not  a 
credit  union  member  has  the  right  to  convenient  access  to  his  or 
her  own  fundsj  and  second,  whether  or  not  a  consumer  has  the 
right  Co  earn  interest  o 
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Those  wtio  answec  'no*  to  these  questions  ace  continuing  the 
anti-procfiessive  tcadition  that  has  made  non-yielding  denand 
deposits  a  conneircial  banking  nonopoly  that  amounts  to  s  ripoff 
of  the  American  consumer. 

Despite  the  involvement  of  major  commeccial  banks  in  the 
share  draft  program,  many  bankers  would  have  us  believe  that  the 
right  to  the  use  of  a  third-party  payment  instrument  is  clearly 
and  eternally  the  right  of  coaraercial  ban>c  customers  and  only 
coramercial  bank  customers.   These  banlcers  claim  that  the  demand 
deposit  account  and  the  check  system  on  which  it  is  based  is  the 
sole  legitimate  means  to  transfer  funds  from  a  financial  institution 
to  a  third  party.   And  they  would  have  us  believe  that  the 
administration  of  a  consumer  checking  accounts  is  the  clear 
prerogative  of  commercial  banks. 

One  cannot  fault  these  bankers  for  making  a  virtue  of 
necessity.   The  banking  industry  has  done  a  remarkable  job  of 
turning  an  element  of  commercial  banking  Into  an  essential 
element  of  consumer  banking.   The  paper  check  was  from  the  outset 
a  convenience  for  commercial  accounts;  It  was  not  a  consumer's 
financial  tool.   But  after  World  War  II,  when  the  consumer  market 
began  to  look  like  a  profitable  one,  consumers  began  to  use  the 
paper  check  for  their  own  convenience.   From  that  time,  banks 
have  been  eager  to  protect  their  profitable  monopoly  over  consumer- 
baaed,  non-interest  paying  demand  deposit  accounts.   It  is  tine, 
in  our  opinion,  for  that  monopoly  to  give  way  to  consumer 
convenience.  Adoption  of  the  third-party  paynent  legislation 
contained  in  H.R.  3B64  will  continue  this  convenience  to  credit 

Moreover,  I  think  we  would  be  deluding  ourselves  if  we  pretend 
that  the  only  issue  here  is  the  one  of  credit  union  'ability  to 
offer  paper-based  third-party  payment  instruments.   It  is  clear 
that  funds  transfer  techniques  are  undergoing  a  revolution  in  this 
country,  and  that  without  share  drafts,  and  other  third-party 
payment  powers,  credit  unions  will  be  barred  at  the  outset  from 
offering  members  any  modern  payment  services. 
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Consequently,  Mr.  Chairman,  NAPCU  supports  K.R.  3efi4,  extending 
the  ri9ht  of  all  financial  institutions  to  offer  demand  deposits 
that  provide  a  leasonable  yield  to  consumers.   We  also  support 

whether  they  be  called  share  draft  accounts,  HOW  accounts,  or 
checking  accounts.   Finally,  we  would  urge  that  in  the  interests 
of  clarity,  H.R.  3364  specifically  mention  share  drafts  as  a  form 
of  demand  deposit  accounts. 

In  the  pages  following,  we  have  provided  a  legal  opinion  on 
the  legality  of  share  drafts;  an  analysis  of  credit  unions'  need 
for  third-party  payment  powers;  a  Federal  Reserve  statement  on 
the  treatment  of  share  drafts  in  the  payments  process;  and  the 
testimony  of  a  Federal  credit  union  manager  on  share  drafts.  In 
addition,  the  National  Association  of  Federal  Credit  Unions  is 
gathering  statistics  on  share  draft  use  among  its  members,  and 
will  forward  these  to  the  committee  when  they  are  analyzed. 

We  thank  you  very  much  for  the  opportunity  to  comment  on  this 
proposal,  and  will  be  pleased  to  answer  any  questions  you  may 
have  about  our  position. 

Thank  you. 
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KnED  M,  Haden,  P.  C. 


EKeoutive  vice  Preaid 
N.itional  Association 
11S6  -  15th  ; 
Washington, 


if  Federal  Credit  Unions 


ity  1 


opinion  Regarding  the  authaclty  of  the 

lion  Administration  to  adopt  under  the 

on  Act,  12  U.S.C.  S1751-1770,  the  proposed 

L1247)  which  prescribes  the  requirement b  for  the 

:  and  iniplementatlon  of  share  draft  programs  by 

'ons.   In  my  opinion  the  NCUA  has  the  author- 


e   draft  accour 


:  unions  may,  in  my  opinion,  create  share  draft 
[  men'bers  absent  any  authorization  from  the 
leir  power  to  do  so  is  inherent  in  the  right 
1  withdraw  their  funds,  a  right  so  fundaroental 

itutory  reference,  and  in  the  right  of 
credit  unions  to  contract  with  their  members ,  a  right  Congrsss 
did  not  hedge  with  prohibitions  governing  means  of  withdrawal. 
In  my  opinion  the  NCUA  is  authorized  by  the  Federal  Credit 
Union  Act  to  prescribe  regulations  governing  credit  m    ' 
inherent  power  to  create  and 


suming  arguendo  that  credit  unions  have  no 
inherent  power,  they  may,  m  my  opinion  create  share  draft 
accounts  by  .authority  of  Section  1757(15)  of  the  Federal  Credit 
Union  Act  which  expressly  grants  federal  credit  unions  power, 
'to  exercise  such  incidental  powers  as  shall  be  necessary  or 
requisite  to  enable  [them]  to  carry  on  effectively  the  businesB 
for  which  [they  arel  incorporated."   The  incidental  powers 
clause  is  designed  to  relieve  Congress  of  the  burden  of  fore- 
seeing all  changes  in  circumstances  which  would  require  evolu- 
tion in  federal  credit  unions'  operating  procedures.   The 
limitation  Imposed  on  the  exercise  of  incidental  powers  is  that 
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such  powars,  "be  necessary  or  requisite  to  enable  [federal 
credit  unions]  to  carry  on  effectively  the  business  for  which 
Ithey  ate]  incorporateiJ."  In  my  opinion,  the  National  Credit 
Union  Adminis trot ion  is  authorized  by  Section  1757(15)  of  the 
Federal  Credit  Dnion  Act  to  prescribe  regulations  to  ensure 
that  federal  credit  unions  create  and  operate  share  draft  pro- 
grams within  the  limitation  Imposed  by  that  clause. 
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15   AND    T til RD~P ARTY 
NSTHUMEKTS:      A 
OF  NEED      . 


Feilecally  chacteced   credit  unions — established   i 
;  raaodate  of    the  Federal  Credit  Union  Act  of    1934— 

I  the  regulations  that  implement   it  have  been  ament 
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been  able  to  provide — often  thanks  to  the  volunteer  labor  of 
interested  credit  union  membeta — custom- tailored  servicss  nt 
relatively  low  cost,    enabling   credit   unions  to  pay  higher  dividends 
and  charge  lower  interest  on  loans   than  other  typaa  of   financial 
institutions.      Finally,    the  coimon  bond   elenent  has  often  given 
credit  union  facilities  a   geographic  convenience   to  members' 
places  of  HOrk  that  other    financial    institutions  did   not  have. 

Today   the  advantages  enjoyed  by  credit  unions  In  the  past 
are  being  eroded.      Some  are  being   eroded  because  other   lenders, 
especially  coanercial  banks,   have  realized  that  the  consunec 
Market  is  an  important  one.      So  banks  have  moved   into  serving 
consuBers.     Credit  unions,   however,   have  been  barred  by  law  and 
regulation  fron  offering  menbeis  other  services  to  compensate 

for  this  banking  assault  on  traditional  credit  union  lending  and  ' 

saving  activities.      As   things   stand  now,    federally  chartered  • 

credit  unions  cannot  offer    long-tann  home  mortgages,   checking 
accounts,    variable   share  accounts,   or  many  other  modern  innovations 
consumer  nienbBrs  want  and   need.  { 

In   addition,    the  advantage  ol  convenience  is  being  eroded,  i 

largely   through  the  combination  of    insufficient  credit  union  | 

powers  and  aggressive  use  of   electronic   funds   transfer   technology  ' 

by  other   types  of    financial   institutions.      In  years  past,    CUs  ' 

could  rest  assured  that  no  bank  was  going   to  stay  open  around  * 

the  clock   to  serve  a   factory's  night-shift  workers,    or   open  a  ( 

branch   just   to  be  near   a  military  base  or  some  other    large  employee.  [ 

Today  automated   teller  Michines  can  be   installed  relatively  i 

cheaply  in  a  variety  of   locations,    to  perform  a  variety  of   functions.  j 

and  perform  them  around  the  clock,  • 

Finally,    the  whole  context  of   financial    institution  activity  | 

has  changed  since  the  laws  governing    that  activity  were  passed.  j 

When  nuch  of  our  banking    law — and    just   about  all  of   our  credit  j 

union   legislation — was  passed,    it  was  designed    to  be  extremely  | 

conservative.     The  nation  was  in  the  depths  of  a   depression)   it  ' 

had  coMe  through  a  disastrous  bank  panic.     Financial  institution  \ 
legislation  was  aimed  at  securing  above  all  else   the   renewed 
confidence  of  depositors  in  the  safety  of  our  nation's  financial 
institutions. 


Today,   the  situation  is  radically  different.     Credit  union 
Bembera  know  they  have   share  insurance.      They  believe   that  the 
system  of   regulation  and   supervision   is  satisfactory.      They  hava 
gained  the  econooiic  sophistication  to  know  that  there  are  better 
things  to  do  with  your  noney  than  lock  it  in  a  vault,   and  that 
saving   is  only  one  elasient  of   sound  DOney  managainent.      The  MMVicaB 
consumer  now  wants   service,    and  so  do  ci^e^it  union  neBbars,      Urn 
American  consumer  wants  his  financial  institution  to  do  mora  with 
his  money  than  keep  it  Mitm,   and  ao  do  credit  union  sMabera. 


jbyGoogle 


Credit  Union  Efforts  foi:  Reform 

Hith   this  situation   facing    them,    and   the  need    for   ciibstantial 
legislation  becoming  Eteadily  more  apparent,   menbera   of    the 
rational  Association  of   Federal   Credit  Unions  nade  plans  to  Cake 

Taking  thair   initiative   from  their  merabers   and  cooperating 
closely  with  the  National  Credit  Union  ndminlstratian,  credit 
union   leaders  began  drafting   legislation   to  solve  the  problems 
of   Federal  credit  unions.      The   resulting   legislation  was  called 
the  Credit  Union  Financial  Institutions  Act  AnenOinentB  of  1975. 
Drafted  to  provide  an  alternative  to  the  United  credit  union 
provisions  of   the  Ford  Administration's  Financial    Institutions 
Act  of    1975,    CUFIAA  was  introduced    in  the  Senate  as  S.    1475,    by 
Senator  Hilliain  Froxmire   for   himself  and  Senators  Biden,    Drooke, 
Dole,   Spnrkman,   Tower,   and  Hilliams. 

Intensive  legislative  activity  on  the  part  of  credit  union 
representatives  helped  provide   the    impetus   for   prompt  action   in 

Senate  Banking,    Housing  and   Urban  Affairs  Committee  held   hearings 
on   the  credit  union   legislation,    the  Administration  bill,    and 

affecting  Savings  and   loan  asBoci- 
,   .   an  omnibus  financial   inatitutiona 
bill  developed,  containing  elements  of   the  various  proposals 

By   the  beginning   of    October,    mark-up  sessions   in   the   full 
Banking  Committee  uere  blending   still  other  elements    into  a 
greatly  c;(paniled  S.    1267,      Credit  union  spokesmen,    as  well  as   the 
spokesmen  lor  other  types  o£  financial  institutions,   continued 
to  work   for   passage  of    the   legislation. 
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In  thk  Haul*  Ot   Representative a,   ection  on  credit  unloD 
legiBlatlon  ties  been  subatsntially  slower.      The  Credit  Union 
Financial  Inatitutione  Act  of  1975    (H.R.    6074]    was  introduced 
on  April  IG  last  year  by  Facnand  St  Gemain,  chairman  o£  the 
Financial   Institutions  Supervieioni    Reqolation  and   Insurance 
SubcoKoittee  of  the  House  Banking.    Currency  and  Housing  Coimnlttee. 
Mr.    St  Gennain  reintroduced  his  bill  later  as  U.R.    7474   and  then 
as  K.B.   7475  as  wall,   to  accomiiiadate  the  large  nuDber  of  co- 
sponsors.     Co-sponsors  of  the  credit  union  legislation,   incidentally 
included  alnost  every  member  of   the  House  Banking  Committee. 

Necessary  concentration  of   House  Banking  Committee  members' 
attention  on  the  work  of  the  Financial   Institutions  and  the 
Nation's  Economy    IFINEl    study  postponed  any  action  on  CUFIA* 
and  other  comprehensive  financial   institution   legislation.     At 
the   same   tine,    committee  activity  focused  on  redlining,    Regulation 
D,   the  National  Electronic  Fund  Transfer  Commission,   and  the- 
Real  Estate  Eettlenant  Procedures  Act  solved  sone  of  the  urgent 
problems  facing   financial   institutions  as  well  as  c^nsumars. 

This  provided  breathing   space   for  a   thorough  analysis  of 
the   FINE  study's  recommendations.      As   far   as  credit   unions   go, 
the   PINE  study's  Ciacuaaion  Principles — released    in  Koverober 
1975 — revealed  that  while  the  study  etaff  endorsed  substantially 
wider  powers   for  credit  unions,    the  problems  of  Federal  credit 
unions  were  not  addressed   in  detail. 

Commenting  on  the  FIHB  discussion  principles,   NAFCU's 
President  said: 

"In  general  terms,   sir,   we  concur  with  the  overall  thrust 
of   the  introductory  remarks  to  this  title.     We  agree  that  a 
coordinated  approach  is  needed  to  strengthen  our  depository 

rates  paid   to  depositors  reduce   the   incentive    for  Americans   to 
save,   discriminate  against   small   savers,    and   have   not   succeeded 
in  preventing  disintermediation.      Me  agree  that  all   forms  of 
depository  institutions  need  broader  and  clearer  powers'uith 
respect   to  both   sources  and  uses  of    funds.      He  agree  that   regula- 
tion,   examination  and   supervision  of   depository  institutions  must 
ba   coordinated   to  protect  depositor  and  stockholder   interests;    to 
provide  equitable  treatment  of  prospective  borrowers;    and  to 
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Laxity  and  w^ate  of  government  personnel.      And  ve   agre? 
of   this  requires   that   the   reform  of   depository    inatitutionG 
1  as  a   totality  and   not  a   Eet  of  disparate  actions.' 

ntj,   Carrency  and   Housing  Committee 
a   new  oiii,    the  Financial   Reform  Act   of    1976.      This   legislation 

Insitubions  Act  Amendments  of   i97&,    and  was — on   the  whole — 
vigorously  auppocted  by   spokesmen   for   the  credit  union  coimunity. 

l^e  complexity  of   the  bill,    howevt^r,    led   to  its  division 
into  threb  parts,   with  one  part--again  titled   the  Financial   Bafora 
Act — containing   new  powsra   for  Federal  credit  unions  and   for 
other   non-banJt   financial    institutions.      Due   largely  to  comiascciiil 
banX  opposition,   however,    the   legislation  was  returned   to  the 
Bubcoramittee  for   redrafting.      In  effect,    it  uas  defeated  without 
ever  being  voted  upon. 

The  Changing   Payments  Mechanism 

Hhile  all  of    these  changes,    and   all  of   these  activities,    ware 
taking   place   inside   the  credit  union  community,    another   series 
of   changes  was   affecting   the  way  all  financial   institutions  wers 
operating.     Most  notably,   the  payments  mechanisn  itself — that 
coc^plcx  and  often  mysterious   system  that  allows   people    in   Hew  York 
to  pay  billB  in  San   Francisco  without  malting    the   trip — was  under- 

The  following   explanation   of    this  alteration  is  excerpted 
from  BAKKING  magazine.      It  sums  up  the  najor  changes  affecting 
the   paynients  mechanism  today,    and   provides  a  background   for 
understanding   the  need   for  appropriate  modiEications  in  the  powers 
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Then,  with  the  end  of  World  War  II  and  new  prosperity, 
the  use  of  checks  accelerated.   More  end  more  workers 
were  paid  by  check  as  corpurations  nutoiuted  their 
payrolls.   At  the  Eane  time,  the  convenience  and  safety 
of  the  personal  checlclng  account — coupled  with  a  sig- 
nificant rise  in  real  personal  income  and  a  corresponding 
jump  in  instalment  buying — won  millions  of  wage  earners 
away  from  the  cash-only  approach  to  paying  expenses. 

For  years  after  the  general  public  started  using  checlcs 
in  a  big  way,  the  paper  check  formed  the  basis  for  the 
world's  most  efficient  payments  mechanism.   Checks  went 
out  from  the  nation's  businesseu,  banks,  and  homes  for 
presentation  through  correspondent  banks,  clearing 
houses,  and  the  Federal  Reserve  System.   Ultimately, 
after  several  days  of  processing  that  included  physical 
transportation  and  delivery  by  a  series  of  couriers 
and  messengers,  the  checks  were  presented  for  payment. 

This  system  was  a  gri>at  improvement  over  the  transfer 
of  cash  because  it  provided  a  safe,  and  generally  ei/en, 
flow  of  funds  in  society.   But  it  was  a  slaw  flow,  over 
all,  and  the  increasing  volume  of  checks — coupled  with 
the  slowness  in  transit — contributed  not  only  to  general 
inefficiency  but  excessive  float. 

Then  three  innovations  speeded  up  the  check-based  pay- 

CHMIGES  BEGIN 

First  was  the  Fed's  wire  systeo,  a  communications  and 
accounting  network  which  enables  participating  banks 
to  make  Federal  funds  transfers.  Today  banks  enter 
the  system  via  teletype  terminals  conneutid  to  their 
respective  Federal  Reserve  Banks  and  interconnected 
through  a  sophisticated  switching  center  at  the  Fed's 
Culpeper,  Va.,  communications  facility. 

Performing  a  similar  service  is  the  Bank  Mire  System, 
inaugurated  in  1950  to  provide  low-cost  interbank  communi- 
cations capability.   Originally  established  by  14  New 
York  and  Chicago  banks,  the  system  now  includes  about 
250  banks  around  the  country — served  by  computer  switch- 
ing centers  in  New  York  and  Chicago — and  is  seeking  to 
expand  its  services.   The  Bank  tiire  carries  administra- 
tive messages  as  well  as  money  transfer  messages.   Both 
the  Bank  Hire  and  the  Fed  Wire  supplement  the  paper 
check  system. 
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The  third  lujoc  innovation  in  the  paper  check  paya«nta 
mechanisn  was  an  addition  to  the  checH  itself:      the 
magnetic  ink  character  cecognltion  code,   or  HICR  nunber. 
Pioneered  by  the  Fed  and   the  American  Bankers  Association, 
the  HICR  Hyatam  enables  special  code  numbers  on  each 
Check  to  be  automatically  scanned,    thus  speeding  check 
sorting  and  routing. 

Introduction  of   the  HICR  numbering  system,    incidentally, 
highlights  the  fact  Ghat  improving  the  payments  mechaniMi 
is  not  merely  a  technological  effort.      Initially  introduced 
on  a  voluntary  basis,    the  HICR  was  pushed   into  alnast 
universal   use  in  this  country  when   the  Fed  announced 
that  it  was  planning   to  stop  handling  checks  that  did 
not  carry  the  magnetic  code.      Similarly,   the  role  of 
regulation  in  payments  syatan  development  surfaced   late 
in  1972  when   the  Fed  announced   new  time    limits  on  check 
clearing  designed  to  reduce  float  caused  by  slow  presenta- 
tion of  checks  and  to  stimulate  clearing  of  checks 
through  the  Fed's  regional  check  processing  centers  IRCPCs] . 

Modernized  by  technology  and  regulation,  and  suppLementad 
by  the  Fed  Hire  and  Bank  Mire,  the  paper  check  forms  the 
foundation  oE   today's  payments   system. 

That  system  is   still  a   highly  efficient  one,    characteriied 
by  a  great  deal  of   flexibility.      It  provides  coins  for 
small   transactions,    such  as  newspaper  purchases  and   bus 
fares,    as  well  as  access  to   the  products   of  vending 
machines.      It  provides  paper  money  for   larger  transactions, 
especially   those  carried  on   face -to-f ace,    such  as  between 
a    storekeeper   and  a  buyer,    or   a  bank  and    its   retail 
:ustOmer3.      And    it  provides  easy-to-use  paper  checks   for 
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With  all  of   this  going   for  it,  why  is  the  check-batad  systwa 
under   attack?      Hot  to  put  too  fine  a   point  on  it,    the 
system'  is  basically  a  victim  of   its  own  success.     The 
general  public  is  writing  more  and  more  checks  every  year— 
about  23  billion  in  1973— and  the  rate  of  growth  in  check 
volume  has  been  averaging  about  7t  a  year  since  the  late 
1940'B. 

Some  observers  argue   that   this  growth   figure  will    soon 
taper  off,   because  checks  are  already  being  used  almost 
to  capacity  by  all  the  people  who  care  to  use  them,   given 
a   steady  population   level. 
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But  other  obervecK  cejecC  this  and  point  out  that  several 

in  check   volume.      In   the  first  place,    personal   income 
continues  to  rise,   tiuiking  more  money  availabe  (or   Epsnd- 
ing.      At   the  same    time,    fear  Of  crime   is   reiJucintj    the 
carrying   and  use  of   cash.      Large  segments  of   the  population 
are   just   getting   into   the  checX-iising  habit,    such   as  woiBen 
who  previously  shared   accounts  with  husbands,    and  minority 
group  members  using  checks  as  a    symbol  and   tool  of   upward 
mobility, 

Koreouec,    banks  today  are  making   it  easier  and  more 
atCrjctive   to  use  checks  by  reducing  or   eliminating 
service  charges  and  providing   personalized  checks   that 
amount  to  an  advert Isement  for   the  check  writer's  taste 
and   lifestyle. 

If    the  second  opinion  proves    to  be  more  accurate,    and 
there  is  a  continut-d  growth  in  check  use,   then  there 
is  a   possibility  thut   in   the  foreseeable   future  paper 
cliecks  could  clog   the  payments  mechanism  and — as  pessimista 
■  predict — bring   the  transfer  of   funds   to  a  dead  halt. 

Regardless  of  which   opinion   i<:   correct,    the  costs  of 
the  paper  check  payments  mechanisin  may   Roon  overwhelm 
its  benefits.      Ifliat  one  scholar  described  as   a   conservative 
estimate  Of   the  cost  of  the  existing  payments  syrtem 
comes  to  a   staggering  S13.B  billion  a  yaar;    S12.6  billion 
for  writing  and   processing   cheeks,    and   SI. 2  billion   for 
the  production,    safeguarding,    storage  and  use  of   currency. 

This  tigui 


dmil 

:tedly  inclu 

det 

:  hard-to-mea^ui 

:e  cost 

uch 

time   the  av 

ge  citiien  puts   in  w. 

But   tegardle! 

hou) 

■asi-.rable,    cost: 

i  that 

leu] 

lable   indica 

te 

that  the  paper 

check 

Just  how  expensive 
detecmine  the  futi. 

The  foundation  for  an  electronic  funds  transfer  system 
(EFTS)  is  in  place.  Its  elements  are  already  part  of 
the  existing  payments  system,  and  they  are  familiar  to 
most  bsnkers.   How  the  elements  night  fit  Logs^ther  is 
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with   tlie  Siimo   technology,    the  dofioition  could  be  coii- 
Eider.iljly  widened.      But  any   such  widening  depends  on 
politic.il,    financial,    and  m.icketing  conditions   that   wiU 
cst>ibllsh   the   Crdraewuik   for   the  syeteia. 

AC    the  same   time,   diff^jrenC   types  of    tiAnsactions  uill 
havs  different  degrees  o£  impact  on   EFTS  development. 
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This  means  tha^  in  addition  to  financial  data,  a  funds 
transfer  eystem  must  be  able  to  carry  invoice  numbers, 
model  mtmtaers,   color  codes,   etc. 

Transactions  between   individuals  ant 
generally  do  not   have   this  limitatic 

refund  needs  only  an  account  number    „    ... 

the  proper   payee,    whether    it  is  presented  as  a 
'an  electronic  transfer.      By  the  same  t 
monthly  bill  needs  no  more  thar 
c  proper  credit,    no  matter  how  it   is 
thi-i   rj-B.^ion,    it   is  likely   that   trans- 
rs  will  be  the  first  to  be 
c  system.     Hhat  are  sone  of  the 


At   the  core  of   existing   automated    facilities  ere   the 
£utoinate<]  clearing  houseR,   performing  with  computers 
the   sorting  and  distribution  that  used    to  be  done  by 
cnecK-carrying  messengers  and  which  enable  value  transfers 
to  be  inade   through  accounts  debiting   and  crediting  by 
banks.      And  often   linking   the   banks  with   their  customers 
are  automated   tellers,   or  point-of-sale  terminals, 
activated   by  a   plastic  coded   card. 

Perhaps  because   it  is  so   tangible  to   so  many  people, 
that  plastic  card--wheCher   it   ia   called  a   credit  card, 
a  debit  card,    a   bank   card,    or  anything  elEe--has  becone 
the  popular  key  to  efts.      Some  have  called  it  plastic 
money,   and  heralded   its  introduction  as  a  plastic  revolu- 
tion.      In   reality,    the  card    is   symbolic,    and  better   undar- 
Etood   in   terms  of   trading   than   in  terns  of   buying   and        ^ 

The  card  is  the  instrument  of  the  value  exchanf*.  Byi_  _. 
its  user's  manipulation,  it  carries  through  a  mutually.- 
agreed-upon  transaction,  and,    in  its  ultinatp  uae  in  ^    ,  , 
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□n-line  equipment,    takes   that  transaction  to  Ita  con- 

Por  example,   the  technology  exists — though  not  yet  used 
between  banks — to  allow  a  card  user  to  approach  an  auto- 
nated  taller  in  the  middle  of  the  night  to  nake  a  noctgag* 
payment  tiom  a  demand  deposit  account.      By  pcessing  the 
appropriate  buttons,   the  card  user  can  Initiate  the 
transaction  and  haue  it  completed  by  the  tiiBe  his  card 
pops  out  of  the  automated  teller. 

While  the  customer  is  waiting  for  the  card,  a  series  of 
computer  links  can  debit  his  account  at  one  banlc,  credit 
his  mortgage  holder's  account  at  another  bank,  and  print 
a  receipt.      The  tine  and   labor   benefits  are  obvious. 

The  cost  benefits  are  a    little  leas  obvious.      Capital 
investment   in  data  processing  eguippient   is  manooth, 
especially  since  banks  have  already  invested  heavily  in 
check-processing  equipment.      Costs   to  the  Fed,   clearing 
houses,    and   othars  involved   in   EFTS  are  also   likely  to 
be   high.       In   fact,    while  most  bankers  anticipate  EFTS 
will   reduce   the  over-all   cost   of    the  payments  mechanlBm-" 
ond  prevent  the   glut  of   paper   checks,    some  predict — it. 
nay  not  reduce   those  costs    to  institutions  doing   the 
actual   transfers.      Some   observers   believe   the  real 
beneficiary  of   EFTS,    in  cost  as  well  as  convenience,   will 
be  the  consuiner. 

,  If    this   is  so,    and  there  is  reason  to  believe  it  is, 
why   Is  the  greatest  resistance   to  EFTS  coming    from  the 
very  people   i;  vould  mOs^  bamifit?      Un familiarity   provides 
part  of    the  answer.      A  fair  number  of   people  are   just 

no  great  need  to  rush  into  some  new  system  for  managing 
peraonal  finances.      Some   people,    of  course,    have  been 
victimized   by  errant  computers  and  want   to  minimize   their 
dealings  with  what  they  view  as  impersonal  monsters.     And 
some  equate  EFTS  with  buying  on  credit,    a   practice  they 
do  not   tolerate;    the  fact   that  an  EFTS   transaction  would 
involve  no  more  "credit"   than  a  check  transaction  has  not 
been  made  clear. 

But  the  major  reason  people  appear  reluctant  to  weleoraa 
EFTS  is  the  fact  that  banks  and  other  elCfnentB  oC   the 
existing  payments  mechanisRi  have  done  such  a  good  job 
with  checks.      From  the  consumer's  vantage  point,    the  use 
of  checks  is  getting  cheaper,    faster,   and  easier  all  the 
time.      Why  switch  to   some  n    ■    -  -  -       •       ■  -   - 
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As   the  nation  grew,    hovtver,    the  complex  it  y  of  consiannc 
iiatulB   inccaased.      Mors  cauh  vas   needed,    and   coniif'quently  becami* 
uvellabla  as  tha  wealth  and  noney  supply  oE    the  npw  nation  pxnoii'.e 
V'jt  this  expansion  was  mlatively  slow,    and   itn  fstiire  had    vnpll- 


irgely  one  af   Ampriean  inohllity — inapirsd  by 
o£  pioneers  abandoning  thsir  old  homes  to 

'.\igO!is~thj>ra  vaa  an  astoniching  amount  of.  iinnobility.     Hort  [Woplp 
atayad  oIoiib  to  whare  they  «eru  botn.     Thay  hpA  long-tern  t*-lai;ion- 
shlps  .lith   tEOdsBJien   th,i^  encourai|,-id  an    inCormal  crn.l<  i  nyst*^. 
/jid  th-sy  d-ialt  locally,   r.o  thc.-c  was  little  ntfod   for  a  Bophintj.jtatfirt 
payment.B  meohaniBm ,      If  a  fre-Civil  War  AiiiL-rici'.n  wtrnted  his  ronay 
inoifed   from  savingo   to  make  a  piircha&e,    he  ir.:jv(id   it  himself,      thpt' 
coins  came  out  o£    thj  coakif    j.ir,    travrli'd    in  thn  conaua^ct's 
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Vet  It  was  clear  that  this  syatera  was  changing.   Improved 
transportation  created  both  the  need  and  the  opportunity  to  move 
noney  longer  distances,  just  as  it  had  created  the  need  and 
opportunity  to  nove  other  connodities.   Horeovei;,  th?  growing 
national  wealth  began  to  find  its  way  into  the  hands  of  the  connion 
man,  and  soae  of  it  was  divertad  into  long-term  savings.   In 
addition,  the  coaoon  nan  began  to  take  on  in  his  cor.aumer  trans- 
actions sone  of  the  characteristics  of  the  bus  lues  <iinBn.   The 
consumer  looked  for  loans  to  finance  large  purchases,  especially 
the  purchase  of  a  home. 

once  again,  the  banking  system  as  it  existed  was  unresponsive, 
consequently,  other  financial  institutions  developed  to  serve  the 
average  nan  and  wonan.  Mutual  savings  banks  promised  payment  of 
interest  on  consumer  deposits,  a  payment  commercial  banks  usually 
did  not  nake.  Savings  and  loan  associations  organized  to  enable 
savers  to  pool  their  funds  for  the  purpose  of  buying  homes. 
Credit  unions  came  into  existence  to  enable  working  people  in  one 
company  or  one  town  to  earn  interest  on  their  savings  and  to  get 
the  consuner~type  loans  unavailable  elsewhere. 

At  the  same  time,  however,  the  growing  mobility  of  both 
men  and  money  made  one  commercial  bank  function  especially  Important 
to  consumers;   the  checking  account.   More  and  more  often,  consumers 
found  they  needed  a  payments  device  that  met  needs  cash  could  not 
meet.   They  needed  some  way  to  send  money  to  another  town  to  make 
mail  order  purchases,  for  example.   Or  they  needed  to  have  a 
record  of  expenses,  for  tax  purposes.   Or  perhaps  fear  of  robbery 
encouraged  them  to  put  their  money  where  it  was  safe,  but  still 
accessible:   that  is,  in  a  checking  account  in  a  so-called 

All  oC  these  factors  conspired  to  bring  about  a  contradiction 
in  the  financial  community,   for  as  the  alternatives  to  commsrcinl 
banks  developed  to  serve  consumer  needs,  consumer  use  of  coonercial 
banks  was  also  developing.   This  irony  was  thrown  into  sharpest 
focus  following  World  Mar  II,  when  the  explosion  of  consumer  i 
matched  with  a  new  sophistic 
efforts  as  the  GI  Bill,  led 
of  consumer -re la ted  financial  transactions. 

Consumer  credit  outstandings  mushroomed;  home  loans — bolstered 
by  new  government  programs — -soared;  auto  loans  and  loans  for 
consumer  durables  exploded.  Borrowings  were  matched  by  deposits, 
and  the  nation's  credit  unions,  savings  and  loan  associations,  and 
mutual  savings  banks  swelled  with  consumer  money.   At  the  same 


than  the  exception. 
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Finiilly,    comraeccinl   biinks  bagan   to  rualiic   that   there  wa's 
a   protit  to  be  \t.ix<le   in  t.hc  consuinvr  nuirket,    and   they  hec.in   to 
trail::  in   that  ma  ike  t  place.      Much  ol    this  txadinij  was  up;- .  .id  ic , 
ond  EOn«  was  hilf-heuitail.     Credit  nvsilability  foe  coni^'iioefR 
ut  co.iLuorciiil  ban!(s  wan  a  Eomatiiuss  thinci,   with  banHs  90.1119  intu 
and  out  of   the  auto  loan  business,    foe  example,    as   the  spirit  of 
profit  noVEd   thsm.      Hanks  lude  little  impact   in  the  hoirie  more'74119 
Riark-it,    choosing  to   lend  elsewhace   foi:   shorter   termo  or   hi9hBc 

to  ol.her   lendecs   5or   thri  consiunftc'c  business,    whether   it  was   hiK 

tiona  iietfer  gat  th=  po-Jcr  to  deal  with  the  one  instrument  that 
had  hecom-i  the  founrlntioii  of  coniiumec  financial  transactiont: 
the  ch^ok.  This  rcii'.4ined,  largely  ioc  historicil  reasons  that 
had  lnii<|  ziacn  lout  their  validity,  a  commercial  bank  pow,>r. 
The  b-in!i.i*  monop:>l,y  oi.'er  cbscltiny  accounts  vias  also  rcinforc- M 
by  the  close  rt'liitiunshiji  batwe»>ii  the  conxiercial  banks  and  t]ia 
Federiil  I!'>2arvo  Systcia,  a  qua  si -governmental  ngenuy.  Effortt^ 
of  oUif--  typas  oE  finnncial  institutions  to  secure  Ihiid-part.y 
payir.trnt  powers  h.ive  novc^r  boun  h. irmly  supported  by  the  Fed,  .it 
least    ill  |<art   bec.iuse  the   ?i:d    ia    larijely   run   by  commercial   b'!iiki-is. 

In  ructmt  years,    moreover,    trends   in   the  pajTiicntE  mechaiiir.ni 
disctis::eil  in  the  I'^cly  paijen  of    this  paper   have  both  rcinforciK! 
bank  do:,^ination  of    the  third^'party  payn-jnt  system,    and  made  iaor<? 
necusaa^y  the  entrance  into  that  Byateia  of  other   types  of   fimui^ial 
li-.stiuitions. 

It  is  tru3,  of  cour'i>:,  that  a  r 
introduced — on  an  experiiiental  basii 
paywsnt  inatruiflant,  the  share  draft, 
drafts  liav^   baen  in  Ce.'tain  credit  unions,    they  have   three  eLq~ 

1)    Th-jy  are  explicitly  expecinnntal,    nnil  consequently 
could   be   halted   at  any   tiirie  by   the  administrator  of    the   HationaL 


!  payable -through 
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3  bave  opponantB  of  third'party  payannt  poiMES  tor  cradlt       ( 
unions  clBlning  CUb  don't  n««d  chacking  aocounta  bacaua*  tlwjr 
hava  shaca-draftB.     It  is  especially  iraitic  when  tlie  opporumta 
making  thia  statoMnt  axe  conoercial   baidcecs  who  ara  Binultane- 
oualy  trying  to  ellBinata  shore'draftsl 


jbyGoogle 


1113  and  thB  9ACh  CofigrcHS 

•r  in   KliiB  papec    it  was  pointed  out   tliat   S.    1267 

ru  delfts,    credit  curds,    etc.      H.It,    7474 
uici   similar  billn—tha  Crwlit  Dniun  Fin.i.,cial    InBtitutiona  Act 
\'nt!nc1ia:!iitu  Of    l!'7!> — nuide  slniliir  provisions,      llie  Financi:il 
lelorm  fict  appeiicpil  at   the  outset   to  also  make  sirailat  proviev'HS 
Kit  thla  appeairarict;  Kits   later   oltort-d  when  an  effort  was  made 
;i>   "Hc^\^ddi!niKi;"   ccu^Iit   union   thicd-psrty  piiyraf;nt  powers  by 

Ab   NAKCU  Pfi!,si(leiit   B.    David  Goble  coirjnciiteil   to  morabars  ot 
:he  llousi:  Drinking,    Currency  and   Kousiiiij  Conunittde: 

"Crcntion   of  a   credit  union   third-party   payment 

stitiitio.i  :.GrvicG   is  of  more   immediate   importance 
to  the  coiiai'm-jr   ihin   tht:  ability  to  move  mney 
in  and  out  of  n  depository  institution  conveniently 
anti  <jiiici-.ly.      Dcveloimifrnt   of  vaciuiis   federal   programs 
for   rcciirr.'.ny   pnyin-jntR   —   uiioh  as   tlic   Social   Sei:uv;ity 
Dirftot  li»[.KiKit  progirani  and    thti  Air   Puree  payroll 

£iiii:iicial   iiiRtitution!;  to  have  soiFe  Instrunent  that 


■The  rlraft  of  the  Pinanciol  Reform  Act  authorizes 
such  thitd-piirty  p*iyiBent  po'jerB.      Btit  it  appears 
tliut    that  ilr.iEt   is  to  be  altered.      Mo   thoroughly    . 
underritand  thi.-  considerations  th.it  have  led  the 
BUbooaimittee  to  detec.nine   that  the    itiLroductlon 
of   thlcd-party  paymentn  in  credit-,  unions   should  b« 
largely  fliit^Griiiineii  by  stato  IciiislaLion.      Vet  we 
bi;liev(!   thijt    thin  appcoai.'h  r^tisss  some;  problem. 
AS   you  know,    noin-:   states  nlrendy  allow  credit  unic 
to  offur  ch»:hin(|  accounts;    Eosie    forbid   it; 
and   ROi.ie   i:tdt£S  have  no  laWH  regarding   crt^Mt   unlc 
nt  all.      Via  cuii   fotese*  a  p.ittorn  of   patchwork 
deviiloinnent  ovc^j  tiiiie  that  would   crcatis  hauoc   in 
th'.-   Cinancial  iiuirketplace;    ciinBeiiUently  v»!  would 

dcn^.ind  dfpoiiUs    for  cri-dit  unionu  diructly. 


'If. 
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get  thicd-pacty  payment:  pciwara,  all  Eedaislly 
chartered  institutions  in  that  state  should 
get  similar  ponecs.   This  will  ease  the  impact 
of  such  legislative  changes  on  the  overall 
payments  mechanism,  while  preventing  any  one 
type  of  institution  in  any  state  from  being 
frozen  out  o£  the  money  transfer  mechanism." 

Finally,  it  is  obvious  that  taking  the  approach  of  letting 
state  legislatures  limit  the  power  of  federal  institutions  ccaates 
more  probleras  than  it  solves-   For  example,  extensive  litigation 
is  pending  in  several  federal  courts — incluiling  the  U.S.  Guprena 
Court — to  determine  the  status  of  electronic  terminals  as  bank 
branches.   Moreover,  it  appears  obvious  that  over  time,  thrift 
institutions — including  credit  unions — will  receive  third-party 
payment  powers  regardless  of  whether  the  issue  is  settled  ones 
and  for  all  by  Congress  or  on  a  piecemeal  basis  by  state  legisla- 

fiut  when  that  happe:is ,  wh 
of  a  coordinated  payments  mecb 
services  of  a  variety  of  fii 

a  hodge-podge  of  confused  and  conflicting  power: 
mutual  savings  banks  may  have  checking  powers,  t 

neither  institution  has  such  powers;  there  they 
banks  and  savings  and  loans! 

Such  a  situation  has  no  merits.   It  leads  1 
efficiencies  in  the 
overall  payments  niechanis 
confidence  in  the  nation' 
for  its  design  and  operation.   And  it  leads  to  a  more  complex, 
rather  than  a  simplified,  financial  institution  regulatory  str>.:cture 

For  all  of  these  reasons,  then,  it  appears  to  the  National 
Association  of  Federal  Credit  Unions  that  federally  chartered  cra<lit 

legislative  mandate  to  offer  third-party  payment  services,  as  well 
as  those  other  powers  previously  enumerated  so  badly  needed  to 
serve  credit  union  consumer  members,  and  should  receive  this  mandate 
expeditiously . 
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1.  Adapted  feoa  Halfway  There:  Credit  Union  Legislation  in 
the  94th  Congcess,  a  panphlet  on  legislation  prepared  by  the 
National  AsBOciatton  of  Federal  Credit  Unions  fox  membars  of 
the   94th  Congress. 

2.  "Hie  Paynents  Systeni:      How  It  Works  How  and  t/hy  It   is 
Changing.'      Excerpted  with  special   pemlssion   frca  the  I4ay 
1974    issue  of   BanXlng,    journal  of   the  American   Bankers  Associa- 
tion,     c.    1974'  i>y  the  American  Bankers  Association. 

3.  See  The  Credit  Union  Moycment;      Oriins  and  Develonment. 
ia50-197ilf;     y;   tarroirhoodyandfirbert  C.   Fite.     University 
of  Nebraska  press,    Lincoln,    Nebraska,    1971, 

'   Banking,   October, 
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KftTIONAL  CREDIT  UNION  ADMINISTRATION 
April   19,    1977 

Good  morning.       I   am  Bruce   Hegardt,    manager   of   FftA  Western 
Federal  Credit  Union,   Los  Angeles.      I  am  speaking  at  the  request 
of   the  National   Association  of   Federal   Credit  Unions,    oE  «hlch 
our  credit  union  is  a  member,   in  support  of  the  proposed  share 
draft  regulation.      I  am  also  speaking  for  faa  Western's  board  of 
directors,    staff,    and  our    27,000  members. 

I  conmend  the  National  Credit  Union  Administration  for  this 
proposed  regulation.  It  is  short,  it  will  be  easy  Co  eoriply  with, 
and  it  is  a  vehicle  with  which  any  credit  union  should  be  able  to 
operate  an  effective  share  draft  program.  To  help  you  understand 
my  renarks  about  the  proposed  regulation,  I  will  describe  our 
credit  union,  how  our  share  draft  program  got  started,  and  ho^f  it 
is   working - 

lis  are  2  isedium-sized  credit  union  with  27,000  meribora  and 
559,000,000  in  assets.  Our  conmon  bond  consists  of  the  employees 
of  the  Federal  Aviation  Administration  in  three  regions  covering 
12  western  states.  There  are  a  little  over  10,000  FAA  eraployeea 
in  this  area.  Out  27,000  meiTtoers  are  comprised  of  approxinately 
9,000  FAA  employees,  2,000  retirees  from  this  employee  base, 
11,000  family  members,  approximately  1,000  FAA  employees  who  have 
transferred  into  other  regions,  and  4,000  other  members.  Host  of 
these  other  4,000  members  are  children  of  FAA  families,  who  have 
grown  up  and  started  out  on  their  own.      Because  of   the   nature  of 
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our  memhership,    we  are  servicing  raeraberfl   in  all   50    otatea  and 
in  many  Eoreign  countries. 

Our  neinbers  ace  probably  very  sicnilac  to  those  of  most 
credit  unions   in  the  services    they   desire  and  need.      However, 
the  geographical   distance  between  FAA  Western  and   some  o(    It) 
es  it  more  difficult  to   implement  and  administer 


When  pilot  share  draft  programs  were   first   being  dlscaased 
and  in^lemented,  our  Board  of  Directors,   management  and  aCaff 
were  just  plain  not  interested  in  getting  into  the  business.     We 
had  all   the   usual   reasons,    including   "if    the  banks   are   trying   to 
get  out  Of    the  paper-based  payment   business   because   it   is    too 
costly,  why  should  we  get  into  it?"     However,   we  had  to   listen, 
because  most  of  our  membecs'   income  comes  as  a  flow  from  the 
Treasury  and  the  Treasury  was  pushing  for  direct  deposit  and 
other  ErT-related  developments.     He   started  to  get  interested 
when   the  Treasury   tried   to   stop  payroll   allotment  and  trtien  our 
first  attempt   in  obtaining   the  direct  deposit  of   our  members' 
social  Security  checks  ended  in  a   total   flop. 

1  members  have  a  very  close 
I  brief  questionnaire  to  th* 
:  a  pilot  share  draft  progron. 
!  explanation  in  our  quarterly   news    letter  and  a 
/ey  asking  about   the   desire   and   the   need  foe  shar* 
,   direct  deposit  of  paychecks  and   retirement  checks, 
and  credit  card  accounts .      There  was   a  good 


Our  Board  of 

Directors,   staff 

family-type   relati 

LOnship;    so  we  ser 

members    to    find  oi 

It  If  we  should  B< 
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response  from  the  necnbershlp  and 
for  share  draft  accounts  down  to  80%  positive  for  credit  card 
accounts.     These  answers  nade  the  decision  for  us.     Our  Kembers 
wanted  and  needed  share  draft  accounts,  direct  deposit  of  their 
paychecks,   and  retirement  checks  and  credit  cards. 

The  questionnaire  also  gave  us  marketing  pressure.     Our 
members  requested  us   to  open  up  a  share  draft  account  end  isaua 
credit  cards  to  them,   even  before  we  had  designed  the  program  and 
requested  pemission   from  NCUA  for   a   pilot  program.      He  are   2 
days  away  from  the  anniversary  of  clearing  our  first  share  draft, 
on  April    21,    1976.      Our  marketing  effort   tiD   date   consists  of 
articles    in  three  quarterly   news    letters;    announcing   the   share 
draft  program,    explaining  how  share  drafts  worlt,    and  providing 
a   box  scora  of    the   number  of  participants  and   the   voluma   in   dollar 
amounts.      Ke   are  also  making  a   controlled  mailing  of   a   share 
draft   brochure   to  members  over   16,    with  a  business   reply   card 
tear  off.      The   initial   return  has  been  good  and  probably   is 

This  mailing  has  not  yet   been   completed.      Our  staff    is    ahare 
draft  oriented,   and  they  mention  the  program  to  all  members  who 
cone  into   the  office,    and  in   telephone  calls.      Best  of   all   is   the 
marketing  done   by   satisfied  members   who  are  using  share  drafts 
successfully.      At  the  close  of  business  yesterday,  we  had  a   few 
over  2,500   share  draft  accounts.      The  daily  balances   average 
about   $2,575,000.      The   share  draft  accounts   clear   33,000   drafts 
a  month   for  about   S2, 500,000. 
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Nith  littl*  marlceting  pressure,  we  are  opening  over  20O 
share  draft  accounts  a  nonth.   Presently  SOO  members  have  their 
paychecXs  deposited  directly  into  their  share  draft  accounts- 
This  nunber  Is  increasing  by  about  23  every  two  weeks.  Over 
350  Civil  Service  Retirecnent  payments  are  directly  deposited 
in  shace  draft  accounts.   Almost  100  Social  Security  payments 
are  directly  deposited  in  share  draft  accounts.  Some  of  our 
nembers  have  chosen  to  use  payroll  allotment  of  the  najor  portion 
of  their  paycheck  as  a  way  to  fund  their  share  draft  accounts. 
A  few  hundred  have  chosen  to  make  voluntary  deposits  to  their 
share  draft  accounts  and  a  few  hundred  have  chosen  to  cnake  volun- 
tary deposits  to  their  share  draft  accounts.   Usually  there  are 
between  300  and  300  totally  inactive  share  draft  accounts  each 


The  members  with  inactive  share  draft  accounts  tell  us  they 
prefer  to  have  a  share  draft  account,  to  allow  then  to  make 
iccasicnal  withdrawals  from  their  primary  share  accounc  by  writing 
I  share  draft  for  that  « 


It  and  need  share  draft  accounts.  They  use 
th^  In  the  way  they  choose  to  use  them.  Members  in  3?  state* 
and  six  foreign  countries  are  using  share  drafts  effectively.  -1 
program  helps  to  keep  us  competitive  with  bank  checking  ( 


Share  drafts  eliminate  the  delay  and  inconvenience  of  makinq 
withdrawals  by  mail  or  in  person.  In  our  particular  caB«  a  shun 
draft  withdrawal  is  also  much  lower  in  cost  then  the  occasional 
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share  withdrawal  by  phone,   nail  or   in  person.      Ke  are   planning 
to  convert  our  entire  share  withdrawal  procedure  to  share  drafts, 
for  the  entire  membership. 

Our  share  drafts  are  cleared  by  a  madium-siied  regional  bank 
located  approximately  400  miles  from  our  credit  union  office. 
This  bank  provides  a  clearing  service  only.      He  use  our  own 
in-house  computer  to  provide  the  total  accounting  from  bookkeeping 
through  statement  for  the  accounts.     Hs  also  uee  our  own  facility 
to  administer  stop  payments  and  non-payments  of  share  drafts. 
We  use   the  NCR  duplicate   copy  share  draft  and   the  clearing  bank 
truncates  and  microfilms  all  drafts  cleared. 

I  cortmend  you.  Administrator  Montgomery,   for  the  proposed 
share  draft  regulation.      I   do,    however,    have   some   specific 
questions,    suggestions   and   requeata.      The  proposed  rule,    paragraph 
701.34    (5)  (c)  (3),    requests    that  our   forms   and  procedures   be 
reviewed  by   legal  counsel,   to  determine  if   they  are  within 
applicable  state  law.     Our  unique  membership  nec:e*sitatea  our 
doing  business   in  all  50   states.     He  are  not  alone.     Many  Federal 

He  ask:      Can  the  National  Credit  Union  Administration  be  our  sole 
regulator  and  can  we  be  regulated  solely  under  federal  law?     Or, 
does  this  pertain  only   to  the  state  in  which  our  headquarters 
office  is   located? 

Paragraph  701.34  (5} (c) <5)  specifically  limits  our  authoris- 
ation for  dividend  payments  on  share  draft  accounts.  We  ask  that 
you  do  not  make  this  limitation.  Me  ask  you  to  review  ths  credit 
H.R.    33G5,    which  was  passed  by 
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CongroBS   eorliar  this  month.      We  also  ssk  you    to  consider  the 
method  the  Federal  Reserve  will   follow  In  ics  stated  conunLtoant 
to  back  banks  allowed  to  pay  interest  on  their  checking  accounts. 
This  request  is  made  to  keep  us  competitive  with  other  flnaneial 

Paragraph  701.34    (5) (e)   requires  that  any  modification  to  a 
share  draft  program  be  approved  by   the  Regional  Director.      There 
are  certainly  many  modifications  a  credit  union  might  like  to 
make  to  their  share  draft  program,   which  should  not  requira   the 
explicit  approval  of  the  National  Credit  Union  Administration. 
For  example,   it  was  our  decision  to  change  our  payable   through 
bank  about  the  same  day  we  received  approval   for  our  pilot  share 
draft  program.     The  second  bank  we  selected  had  already  been 
approved  for  at  least   three  other  Federal   credit  unions.      Never- 
theless, we  were  required  to  resubmit  our  request  showing  this 
change  in  payable  through  bank  and  wait  for  another  written 
approval  before  we  could  start  our  prograti.     We  aak  that  you  study 
this  requirement  again  and  provide   a  definite  list  of   the  iiodifl- 
cations  that  must  meet  approval  by  the  Administration!   leaving 
any  other  changes  up  to  the  individual  credit  union. 

My  final  comment  is  on  paragraph  701.34    (5)  (gJ »   which  concerns 
the  authority  to  guarantee  payment  of  a  share  draft.      Hhat  you 
have  propOBud     is  very  acceptable.      It   is  a  good  procedure  and  we 
occasionally  use  it  now,   in  our  share  draft  program.      It  is  what 
you  have  not  proposed  that  is  important  to  virtually  «v«ry  Federal 
credit  union  in  the  country.      It  is   the  right  to  issue  a  share 
draft  guarantee  card  to  be  used  as  check  garantee  cards  are  now 
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being  ased,    almost   universally,    by  banks   for   their  checking 
account  cuBtomers.      This   request   is   based   upon    the   legislation 
passed  earlier  this  month,   which  allows  us   to  grant  a  selE- 
replanishing   line  of   credit.      This   gives  us   exactly   the   same 
tools    the   banks   have   to  back  up  their  check   guarantee   cards. 

The  most  frequent  request  wa  have   received   from  share  draft 

them  Bay   they  would  prefer   to  close    their  checking   account,    but 
feel  they  cannot  close  it  until  we  can  replace   their  check 

the   same  problem  and  has   used  various  methods    to   try   to   solve 
it.      We   need  your   support   to  gain    this   right    for  cur  meinbers .      We 
request    that   this  authorization  be   included   in   the    final   share 
draft  regulation. 

Thank  you    for   the  privilege  Of   appearing   here    today.      I  will 
i   you  may  have. 
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Fedetal  Besecve  Bink  Opcidtions  at  the  BoiccS  oC  Governors  of  the  FtdecaX 
Beseive  Systen.      I  have  knowledrie  of  tha  (esponsibLlities  oE  the  optiation 
oE  the  Federal  Resecve  baniis  that  ace  a  pact  of  the  Federal  R«Mcua 
Systen,  and  ny  duties  include  conduetlng  coccevondence  of  the  Bo>:d 

foce.  pucsuant  to  the  reEponsibllitiei  vested  In  n  by  the  Boacd  «! 

of  the  oethod  in  trtilch  the  Federal  Rssec«  ban'<a  collect  share  dcatss 
issued  by  credit  unions- 
banks  to  act  as  a  clearinghouse  Eoi  processing  ce[tal:i  cash  Itea*  received 
froa  its  deposltocs.     Pucsuant  to  Section  11,  11  and  IS  of  the  Kct  the 
Board  of  Govecnocs  has  pcoBulgated  B-gulation  J   (12  CfB  Fact  110]    'Collection 
of  Checks  and  other  Iteos  by  Federal  Sesefve  Banks*  designed  to  aCfotd 
the  public  and  the  banks  of  the  country  a  direct,  exp*ditious  and  eoonorilcal 

t«rB  'cash  item"  means  any  other  iten  payable  on  deaand  and  colUctlbla 
at  pa:  which  the  Federal  Reserve  Bank  of  the  district  in  vhich  the  Itaa 
i>  payable  nay  be  willing  to  accept  es  a  cash  it*"- 
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3.  t,  'payable  thtough  draft"  is  an  Iten  flriwn  on  a  nonbanit 
payor  am]  stating  on  its  tact  it  is  piysbla  thcough  a  partiTulac  bani^. 
The  Federal  Resetve  System  acc^ts  psvsble  thcaugh  drafts  as  vsll  ai 

to  the  paying  ot  payable  through  ban"<  nased  on  the  itsa.  In  all  cases, 
the  paying  or  pa/ahls  through  bank  riist  pay  for  such  cash  itons  recsived 
^  on  the  sarr-  day  the  items  are  prasensad  to  that  b 


■ca  aec«pted  an 
:rlb*3,   such  itens 


a  payable  through  draCta. 
y  payabla  through  bsnks 


HITSESS  HHEREO?,   I  hsvs  hereunto  ssC  o/  hinS  In  th«  City 
in  the  nistrtet  of  Colu-sbla  on  this  «th  fii-t  of  January, 
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lecitlatlon  thai  will  authoriu  yov  lo  iinia 
draft!  on  yoiir  share  depotiti  fn  cifdlt  unfont. 
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Chairman  St  Germain.  Thank  you,  Mr.  Hollihan. 
Now  we  will  hear  from  Mr.  M.  R.  Hellie,  chairman  of  the  Grovem- 
tnental  Affairs  Committee  for  the  Credit  Union  National  Association. 

STAIEUENT  OF  H.  K.  HELLIE,  CHAIRMAN  OF  THE  OOVEBRUianiAL 
AFFAIRS  COHHITTEE,  CREDIT  TJIVION  NATIONAL  ASSOCIATION 
(C1TNA),  ACCOHPANIEI)  BT  JIU  R.  WILLIAMS,  FEXSISENT;  AND 
lAHES  C.  BARR,  EXECUTIVE  VICE  FRESIBENT  AND  DIRECTOR 
OF  OOVERNUENTAL  AFFAIRS  DIVISION 

Mr.  Heuje.  Thank  you,  Mr.  Chairman. 

My  name  is  M.  R.  Hellie.  I  am  chairman  of  the  Grovemmental  Af- 
fairs Committee  of  the  Credit  Union  National  Association,  and  man- 
ager of  the  University  of  Colorado  Federal  Credit  Union  at  Boulder, 
Colo. 

Appearing  with  me  today  on  my  left  is  Jim  R,  Williams,  president 
of  CUNA ;  and  James  C.  Barr.  tJie  executive  vice  presid^it  and  direc- 
tor of  our  Governmental  Affairs  Division. 

At  this  time  I  would  like  to  submit  our  complete  statement  for  the 
record  and  p:ive  you  the  highlights  of  our  views. 

Credit  union  share  drafS*.  commercial  bank  automatic  funds  trans- 
fer plans,  and  savings  and  loan  remote  service  units  are  under  a  court- 
imposed  deadline  to  shut  down  by  January  1,  1980,  unless  Congress 
acts  before  then  to  specifically  authorize  those  services. 

Their  loss  would  be  an  enormous  blow  to  consumers,  especially  in 
this  period  of  double-digit  inflation. 

You.  Mr.  Chairman,  are  to  be  commended  for  your  leadership  and 
foresight  in  sponsoring  H.R.  3864,  the  Consumer  Checking  Account 
Equity  Act  or  1979,  not  only  under  the  present  emergency  circum- 
stances, but  also  in  the  previous  Congress. 

CUNA  has  long  supported  legislation  which  would  extend  interest- 
paj-ing  transaction  account  authority  to  all  financial  institutions 
nationwide. 

The  time  to  act  is  now.  We  nrge  the  Congress  in  the  strongest  possi- 
ble terms  to  do  so  (juickly  so  tJiere  will  be  not  even  the  slightest  possi- 
bility of  a  costly  interrui)tion  in  these  clearly  proconsumer  services. 

Directly  at  stake  are  millions  of  consumer  accounts  which  at  com- 
mercial hanks  and  credit  unions  alone  total  approximatelv  $8  billion. 

The  time  to  act  is  short.  The  National  Credit  Union  Admini.stration 
lias  announced  that  if  will  I>e  forced  to  order  a  phaseout  of  Federal 
credit  union  share  draft  propi-ams  by  October  1,  lfl79,  if  remedial 
legislation  is  not  comi>lefed  by  tlien. 

The  Congress  has  fewei-  than  90  business  days  in  which  to  save  the 
share  draft  accounts  of  over  792,000  Federal  credit  union  members  in 
all  50  States  and  the  District  of  Coumbia. 

Because  of  the  need  for  immediate  action,  we  hope  the  Consrees 
will  treat  this  is.sue  separately  from  broader  public  policy  queationa 
such  as  regidation  Q  interest  rate  controls  and  Federal  Reserve 
membership. 

CT'NA  recognizes  that  these  are  important  issues,  and  CTTiA  is, 
and  has  been,  activelv  ini-olved  in  support  of  their  earliest  poasible 
resolution. 
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However,  because  of  the  court-set  deadline  and  the  earlier  deadline 
i-eqiiired  by  NCT^A,  we  urge  that  the  issue  of  interest-earning  trans- 
action accounts  be  considered  separately.  Affirmative  legislation  must 
be  enacted  as  early  as  possible. 

The  credit  union  share  draft  program  at  both  Federal  and  State 
levels  has  been  an  unqualified  success.  Many  persons  of  average  means 
have  benefited  from  these  accounts  as  indicated  by  the  millions  of  con- 
sumers who  have  taken  advantage  of  them, 

A  major  benefit  has  been  to  provide  them  with  a  savings  account 
which  they  can  use  conveniently  like  a  checking  account  without  losing 
the  opportunity  to  earn  interest  on  funds  not  expended  by  share  draft 
activity. 

A  total  of  740  Federal  credit  unions  have  operational  share  draft 
progi-ams,  and  hundreds  more  have  received  approval  from  NClTA  to 
offer  share  drafts  to  their  members. 

The  aggregate  amount  of  these  accounts  is  over  $720  million.  During 
the  last  quarter  of  1978,  26.5  million  share  drafts  were  processed  by 
Federal  credit  unions,  totaling  almost  $1.7  billion. 

An  additional  750  State-chartered  credit  unions  are  offering  share 
drafts  to  another  500,000  members.  These  members  wrote  18  million 
drafts  during  the  first  quarter  of  1979,  on  accounts  totaling  $350 
million. 

Thus,  in  total,  including  joint  accounts,  more  than  2  million  credit 
imion  members  in  all  50  States  are  benefiting  from  share  drafts. 

Stopping  the  share  draft  program  would  deny  these  consumers 
.some  $21  million  in  dividends. 

Given  Federal  conformity  provisions  in  State  statutes,  the  court's 
decision  could  have  an  adverse  effect  on  State  share  draft  programs  as 
well  as  those  of  Federal  credit  unions. 

We  are  also  concerned  aboiit  the  impact  the  decision  may  have  as 
precedent  in  other  States  where  share  draft  programs  rest  on  State 
attorneys  general  rulings  or  authority  granted  by  State  supervisors. 

The  domino  effect  at  the  State  level  has  already  begun.  On  May  15 
an  Illinois  State  trial  court  judge  ruled  that  share  draft  guidelines 
issued  by  the  Illinois  Department  of  Financial  Institutions  for  State- 
chartered  credit  unions  violate  State  law  and  are  therefore  invalid. 

Furthermore,  without  corrective  legislation.  Federal  credit  unions 
in  New  York  and  New  England  will  be  at  a  competitive  disadvantage. 
Commercial  banks,  savings  and  loan  associations,  and  mutual  savings 
banks  in  those  States  are  permitted  by  Federal  law  to  offer  NOW 
accounts  to  their  customers,  but  Federal  credit  unions  were  not  given 
such  authority  because  of  their  ^are  draft  powers. 

Without  share  drafts.  Federal  credit  unions  in  those  States  will  not 
be  able  to  compete  with  other  financial  institutions  offering  NOW 
accounts. 

Finally,  the  decision  of  the  court  could  well  have  a  severe  chilling 
effect  on  innovative  development  of  new  financial  services  for  cus- 
tomers of  financial  institutions.  The  congressional  grant  of  incidental 
powers  to  financial  institutions  was  made  deliberately  to  as.sure  finan- 
cial services  would  keep  pace  with  an  ever-evolving  marketplace. 

The  benefits  of  these  farsighted  provisions  could  well  be  lost  to  the 
institutions  and  consumers  alike  as  a  long-range  result  of  the  court's 
decision.  This  should  not  be  allowed  to  happen. 
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Our  primary  concern  is  naturally  for  the  more  than  2  million  credit 
union  members  who  are  now  using  cost-saving  share  drafts,  and  Hie 
millions  more  who,  if  permitted  by  law,  also  would  use  this  beneficial 
service.  i     «. 

However,  we  are  not  here  today  to  plead  only  for  share  drafts. 
CUNA  believes  that  the  benefits  to  consumers  of  interest-bearing 
transaction  accounts  are  too  important  to  be  limited  to  credit  unirni 
members.  We  support  H.R.  3864  to  extend  the  benefits  of  these 
accounts  to  consumers  nationwide  through  all  financial  institutions. 

The  bill's  major  provision  would  end  the  45-year-old  ban  on  the 
payment  of  interest  by  commercial  banks  on  demand  accounts  and 
give  federally  insured  credit  unions,  savings  and  loan  associations, 
and  mutual  savings  banks  explicit  authority  to  provide  checkmg 
accounts  for  their  customers  and  members. 

Within  limits  prescribed  by  the  Federal  regulatory  agencies,  each 
institution  would  be  free  to  decide  for  itself  what,  if  any,  interest  to 
pay  on  these  accounts. 

Consumers  would  reap  many  benefits  through  this  bill.  The  ^wers 
^nted  by  the  legislation  would  be  extended  to  all  financial  mstitu- 
tions  nationwide.  For  the  first  time,  consumers  in  all  the  States  would 
be  able  to  use  this  valuable  service  that  previously  was  available  only 
to  consumers  in  New  York  and  New  England,  or  those  wTio  were 
members  of  credit  unions  offeringshare  drafts. 

This  is  a  direct  benefit  to  all  consumers  and  especially  those  of 
average  means  since  they  will  have  an  alternative  service  to  consider 
when  selecting  a  third-party  payment  device  and  because  they  will 
earn  interest  on  money  maintained  in  these  accounts. 

They  also  would  benefit  through  the  enhanced  competition  among 
financial  institutions  that  would  result. 

We  recM;nize  that  all  financial  institutions  offering  demand  de- 

esits  should  be  required  to  hold  reserves  against  those  deposits.  We 
lieve  it  is  appropriate  for  NCUA,  in  consultation  with  the  Federal 
Reserve  Board,  to  establish  uniform  levels  of  reserves  for  all  Federal 
credit  union  transaction  accounts  as  required  by  this  le^slation. 

This  support  does  not  alter  our  support  for  legislation  such  as  H.R.  7 
by  House  Banking,  Finance  and  Urban  Affairs  Committee  Chairman 
Henry  S.  Reuss  which  would  impose  uniform  reserve  requirements  on 
all  transaction  accounts. 

Because  of  the  limited  time  available  to  deal  with  the  transaction 
account  issue,  however,  we  see  the  reserve  provisions  of  H.R.  3864  as  a 
reasonable  solution  to  the  reserve  question  pending  a  separate  and 
longer  teiro  decision  by  the  Congress. 

As  we  stated  in  our  testimony  on  H.R.  7,  w©  believe  required  reserves 
should  earn  a  reasonable  rate  of  return  consistent  with  sound  fiscal 
and  monetary  policy. 

We  also  believe  that  reserve  balances  should  be  kept  in  the  credit 
union  corporate  central  system  or  in  the  central  liquidity  facility. 

Clearly  the  time  is  past,  Mr.  Chairman,  to  adiieve  the  types  of 
changes  sought  when  the  House  Banking  Committee  debated  the 
financial  institutions  and  Nation's  economy  bill. 

CUNA  has  traditionally  supported  such  a  restructuring  because  of 
the  benefi^ts  it  would  pro%nde  consumers  by  encouraging  free  martrat 
competition. 
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We  also  support  le^sktion  such  as  the  tax  incentive  savings  plans 
bills  before  the  Coneress,  to  get  at  the  root  of  the  inflation  problem. 

CUNA  also  has  addressed  me  plight  of  the  small  saver  and  sought 
such  methods  of  increasing  the  return  to  all  savers  as  seeking  removal 
of  regulation  Q. 

Mr,  Chairman,  as  you  stated  when  you  asked  us  to  testify,  today  is 
not  the  time  to  ursdertake  a  task  of  the  magnitude  required  to 
restructure  the  Nation's  entire  financial  system.  The  court  requires 
that  Congress  act  to  resolve  the  transaction  account  issue  before  the 
close  of  the  first  session  of  the  96th  Congress.  Let  the  Consumer 
Checking  Account  Equity  Act  of  1979  serve  as  the  cornerstone  of  a 
new  financial  system. 

You  will  have  the  full  support  of  the  credit  union  movement  in 
completing  the  job. 

Tnank  you,  sir. 

[Mr.  Hellie's  prepared  statement,  on  behalf  of  the  Credit  Union 
National  Association,  follows:] 
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STATEMENT  OF  H.R,  HELLIE 

CHAIRHAH  OF  THE  GOVERHHEHTAL  AFFAIRS  COHHITTEE 

OF  THE 

CREDIT  UNION  NATIONAL  ASSOCIATION,    INC. 

BEFORE  TUE 

U.S.    HOUSE  OF   REPRESENTATIVES 

COHHITTEE   ON   BAIJKING,    FINANCE   AND   URBAN  AFFAIRS 

IN  HEARINGS  ON   H.R.    3664 

CONSUMER  CHECKING  ACCOUNT   EQUITY  ACT  OF   1979 


The  Credit  Union  National  Association,  Inc.  (CUNA)  is  an 
association  oC  Credit  Union  Leagues,  representing  each  state  and 
the  Distcict  of  Columbia.  Through  the  Leagues,  CUna  represents 
nearly  22,000  Federally  and  State  chartered  credit  unions  which 
serve  more  than  10  rail  1  ion  members.  Credit  unions  are  cooperaCli 
non-peofit  aasoclations  that  offer  various  financial  services  to 
their  members. 
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He.    ChaicBui,  atabaiM  at   tbm  Subcoaalttaa ,  m^  naoa  U  U.K. 
Belli*.      I  aa  Chainun  ol  tha  Govacnoantal  Atfalca  CoMlttaa  at   tba 
Cradlt  Qnlon  National  uaoctatton.    Inc.    tCUMAIi  and  lUuiagar  ol   tba 
Unlvaralty  of  Colocado  Fadaral   Cradlt  Union  of  Bouldac,   Colocado. 
ftppaacln^  with  mt  today  aca  Jin  S.   Mllllau,   Praaldant  of  CUtU,   and 
Jaaai  C.    Bacr,  CUNA  Exacutlva  Viea  Prasidant  and  Dlractor  of   its 
Govariuuntal  AfCalca  Division* 

Wa  aca  plaaaad   to  hava   thla  opportunity  to  appaac  bafora  you 
today   In  auppoct  of  H.R.    3364,    tha    'Conauaar  Chacking   tecount 
Equity  Act  of  1979,*    Intcoducad  by  Chaloan  St  Gacaaln.     nila 
legislation  ia  vital  to  tha  Intaraat  of  all   AnaclcBn  consuoaca. 
Including  tha  nation's  40  aillion  cradlt  union  nanbara.     You, 
He.   Chairman  are  to  ba  aapaclally  conaandad  foe  youc  laadarshlp  and 
focaaight   In   sponaocing    tha    laglalatlon,   not  only   undac    tha   prasant 
energency  clrcumatancaa,  but  also  In  pcavloua  Congraaaas. 

thia  SubcoDsilttaa  ara  wall   awara,   cradlt  union 


ahaca  draft*,  cooBecelal  bank  automatic 
savings  and  loan  ramota  service  units  ai 
deadline  to  shut  down  by  January  1,  198C 
before  Chen  to  specifically  authoelza  tt 
We  urge  you  In  tha  strongest  posslbl 
thsc*  will  be  not  even  tha  allghteat  post 
interruption  in  thass  clearly  pro-consui 
their  name  —  share  drafts,  autonatlc  Ii 
negotiable  order  o(  withdrawal   accounts 


.nd 


iind  transfer  plans 
undac  •  couct-impoaad 
unless  congress  Bets 

■   tama  to  act  quickly  sc 
Lblllty  of  a  costly 
t  services-     Whatever 
Is    transfers    (APTa) , 
NOW)    ~    interest-paying 


>   of    I 


t   tew  Cclght   ipota   for  c 


jbyGoogle 


!  programs  will   have  t 


day*  of  double-digit   inflation.      Stopping    t 

direct  Impact  on  approxlnately  $6  billion  in  the  eontuner  accounts 

■t  coimaccial   banks  and  cradlt  unions  slon*. 
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evolving  financial  nacketplace.      On* 
le  appeals  court  decision  could  be  a 
developnent  of  new  financial   services 


I  had  received 


lion,    740   Fader 

share  draft  services  to  their 

if  theae  account*  la  over  S720 
r  of  197B,  26. S  million  ahare 
credit   unions  totalling   alnoat 

the   auccea*  of  ahare  drafts, 
d  credit   unions   ace   offering    ahai 
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drafts  to  anothar   500,000  Mi^Mrt 
dcaft*  during  tba  flrat  qu«Et«r  e 


nambara  wrota  IB  ailllon 
I  account!  totalling  t3S0 


nil  lion.     Thus, 

n  total,   including   Joint  accounta,  close  to  1 

nllllon  cradlt  un 

ion  menbers  ste  benefiting   froa  shaea  drafts  and 

tba  niaabac  Hould 

continue  to  expand   If   it  wara  not  for  the  court** 

ruling. 

By  any  aeaau 

ce,   the   ahare  draft  program  at  both  federal   and 

state  levals  has 

been  an  unqualified  success.     Many  peraons  of 

av.rag*  »"-»  hav 

a  benefited   froa  this  regulation  a*  can  be  seen  b] 

th«  >lllions  ot  c 

onsumers  who  have  taken  advantage  of   it. 

ft  Mjot  b«na 

fit  to  small  savsrs  has  bean  to  provide  thea  with 

a  saving,  account 

which  they  can  use  conveniently,   like  a  checking 

account,  without 

losing  the  opportunity  to  earn  interest  on  funds 

not  axpanded  by  abate  dtalt  activity. 

To  the  ax tan 

t  that  state  authority  is   based  on  federal   powers 

through  federal  c 

onforalty  provisions  in  state  statutes,   the 

coucfs  decision 

could  have  an  adverse  effect  on  state   shsre  drsft 

programs  as  well 

He  are  also  concerned  about  the   Impact  the 

dacision  may  have 

as  pcseedent   In  other   states  where  share  draft 

progcans  rest  on 

state  attorneys  general  rulings  or  suthorlty 

granted  by  stat. 

supsrvlsors. 

FurthscBOrs 

without  corrective  legislation,  credit  unions  In 

MX  vork  and  Mw 

England  will  be  at  a  c<»petltlve  disadvantage. 

CoKDetclBl   bank) 

savings  and  loan  aasoclatlons  and  mutual    savings 

banks  In  those  at 

ates  are  permitted  by   Federal    law  to  offer  HOM 

(Hagotiabla  Order 

s  of  withdrawal)    accounts  to  their  cuatonecs,  but 
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Fadeeal  cradlt  unloni  war*  not  gtvvn  aucb  «uthoclty  bacauat  of 
thair  shara  draft  pow«r*>  Without  Bhaea  deaEts  or  aoma  fom  of 
transaction  account  authority,  ecadlt  unions  In  thoaa  atataa  will 
not  b«  able  to  conpata  nitti  othar  Cinanctal  Institution*  oCfaring 


NOW  a 


nil  lions 

rubers 

W(1 

Hh 

beneflcl 

al   s. 

r« 

lev 

Intaca.t 

-baac 

Inq 

liniead 

tocr 

ad 

approach 

of   B 

.R 

Che  dec I 

individual    inatiti 

Historically. 

as  pro-competlttvi 


ire  not  har«   today,  howavar,   to  plead  only  Cor  ahara 
Our  prlnacy  eoncatn  la  naturally  for  the  2  nilllon  credit 
now  using  cost-saving   shara  draft*  and   the 
parmlttad  undar   law,   alao  would  use   this 


at  the  banaflta 
counts  are  coo  inportant  to  be 
.     That  is  why  w*  support  tb« 
:864  which  would  extend   ths   benefits  of    these 
era  nationwide  through  all   financial 
s  authority,   of  coiirsei   la  entirely   pernlsslve  so 
fer   the  accounts  rests   solely  with  each 
tion. 
wa   in   the  credit  union  movement  have   tciad  to  b* 
as  possible.     Our  view  is  that  sound  public 
courage  conpatltlon   In   the  consunar   financial 
he  final  analysis,  what  natters  aiost  Is  how  well 
economy  are  being   served   by  the  variety  of 


unions  ar 

wining 

to   take  th 

and   rely 

n  Choices 

which  con 

suners  will  mafce 

utlon  bes 

serves 

heir   needs 

.      Credit    unions 
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Co  conpat*   as   fairly   and   Craely   as   possible    to  pcovlde    Ch« 
consumsr'  wich  tht   beat  range  of   services  at   the    lowest  possible 
cost.      Share  drafts  typify  one  such  service. 

tfhlla  CUtlA  believes  theire  is  ample   legal   authority   for  shace 

Imperative    that   the    Congress   act   immediately   and   favorably   on 
this    legislation   In   view  of    the    uncertainty   which  has   settled  on 
the   issue   and   the   Impending   deadline    set  by    the  court. 

The  court  itself  recognized   the  necessity   for  action  by 
staying    the   effective   date  of    its   judgment    until   January   1,    1980. 
It    specifically   recogniied    *the   enorinoua   investraents    that   have   been 
made   by  various   financial    institutions   in  the    installation  of    new 
technology,    that   methods  of    financial   operation   in    the   nation   have 
rapidly  grown  to  rely  on  much  of    this,    and    that   a  disruption  of    the 
offered  services  would  necessarily   have  a  deleterious   impact  on  the 

The  present  uncertainty  over  the  legal  status  of  share  drafts 
and  other  like  services,  the  potential  waste  of  InvaatBents  by  all 
financial  Institutions,  the  reaultant  loss  of  sone  $21  million  in 
dividends  CO  credit  onion  members  and  the  loss  of  a  clear  banafit 
Co  consumers  can  be  avoided   if  Congress  acts  swiftly  on  R.R.   38S1. 


The   concept   of   a   dividend-earning    transaction  account   is   no 
recent  developoent   for  credit    unions.      The   practice  of  nanbers 
accessing  their   share   accounts  to  pay  bills,   by  mean*  other   thar 
appearing   in  person,  goes  back  a  number  of  years.      The   Fedaral 
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credit  union  Bhare  deal 
Chs   National   Credt 
■xpeelnental   basis 

Th«   ■hara  draft  pi 
of  uithdrawing   shates 
withdrawal    of   shares   I 


program  began  or 
n   Adninlstratlon 

ograD  provides  for  a  oiorc 
OpecaCionally ,  It  provi^ 
enabling  nenbers  to  accc 


iber  1,   1974,   when 
irized    It  on  an 


by  writing  •  draft  to  obtain  c 


3  pay  for  goods 


rvlces.     Share  draCti 


drawn  against  other  n 
the   delay   and    Inconve 


ira  currently  payable  through  coimcrclal 
other   forms  oC  'payable   through*  drafts 
i-bank   Inatl tuClons.      Share   drafts   eliminate 
in  naklng  withdrawals  by  more 


ihara   draf-t   program  w 
illow  the   National   Cr 


the   American  Bankers  Assoc 
the   legality  of   the  experi 


::la9slfie<]  as  expertraental   In 
redlt  Union  Administration   to  observe 
I  of   its  operation.      In  December  197G, 
^on  and  Tioga  State   Bank  challenged 
:a]   program  in  a  suit  lAicli   led   up   to 
the  time  the   lawsuit  was   Ciledi   there 


ith   operational    share   draft 
received  NCUA  ajthorizaCior 


were  over  250  Federal  credit 
programs  and  about  200  more  u 
to  begin  share  draft  programs. 

Under  agreement  between  the   litigants,   the   suit  was  uichdrawn 
without  prejudice  to  allow  the  HCUA  to  develop  regulations 
authorizing  a  permanent  program.     The  permanent  regulations   were 
issued   Decemher   8,    1977,    after   public   hearings   in  which   the 
American   Bankers   Association,    as   well    as    supporters   of    share 
drafts,    participated.       Immediately   after    the    rules   were   published, 
Che  American  Bankers  Association  and  Tioga   State   Bank  renewed 
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theic  couet  challenge. 

Tha  'J.S.   District  Court  for  the  District  at  Coluobta  i«h«ld 
the  legality  of  share  drafts  and  the  authority  of   tha  HCUA  to 
permit  them.     Judge  J.   Aubrey   Robinson  ruled   that  share  drafts  are 
simply  a  variation  on  existing  methods  of  share  withdraHals  at 
Federal  credit  unions  and  Blmllacly   lawful   as  an  eieeeiae  of   the 
Incidental   powers  granted  Co  Federal  credit  unions  by  tha  present 


On  ;^rll  20,   1979,   a  three-judge  panel  of   the  U.S.   Court  of 
J^peals  reversed  the  lower  court  decision  and  declared  credit  unic 
share  drafts,  bank  autonatle   transfers  and  S(L  remote   service 

terminals  beyond  statutory  authority.     The  court,   urging   the 
Congress   to  act  guicltly,    stayed    the    Inpact  of    its  decision   until 
January   I,   1980  in  order   to  give  the  legislators   time  to  act.      In 
its  ruling   the  Court  said: 

'This  court   is  convinced   that    the  ncthods  of    transfer 
authorized  by  the  agency  regulttions  have  outpaced  the  nethods  an^ 
technology   of    funds    transfer   authorized   by   the   existing    statutes. 
He   ace   neither  ei:ipavered   to  rewrite   the   language  at    statutes   whlet 
may  be  antiquated   in  dealing  with  the  most  recent  technological 
advances,   nor  are  we  empowered  to  make  a  policy  judgment  as   to 
whether   the   utilization  of  these   new  methods  of   funds  transfer   is 
in   the  overall    public    interest. 

'...It   is   the  responsibility  of   tha  Congress  and  not  the 
courts  to  determine  such  policy.* 
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•THE  COMSOMER  CBECKIHG  ftCCOUMT   EQUITY  ACT  Of   1979' 

In  dtr*ct  eaaponse  to  tha  court  daelaton,   Chalnoan  St  Gamaln 
Introduced  B.R.   3864,   tha   'Conaimar  Checking  Account  Equity  Act  oC 

1979.'      The  Chairman  foeesaw  the  present  dllamaa  when  ha  sponaocad 


a  slnilac  bill   in   the   last  Conge 

sa.      CUMA 

has   long   supported 

legislation  which  would  extend  1 

«.rest-psying   transaction  account 

..norm   n.t;lo«,U.. 

The  bill's  Dajoc  provisions 

would   (1) 

and  tha  4S  year  old  ban 

on  tha  paynent  oE  Intarest  by  coi 

— rclal   ba 

nks  on  demand   (checking) 

accounts,  and   (2)   give  faderally 

tniurad  cr 

edit  unions,   savings  and 

loan  aasocLBtians   and  mutual    sav 

ngs  banks 

eipllcit  authority    to 

provide  checking   accounts   for    th 

ir  customs 

rs  and   members.      Within 

limits  prescribed  by   the    federal 

regulatory 

agencies,   each 

Institution  would  be   (tee   to  decide   for   Its 

elf  what.   If   any. 

CUNA  strongly  suppor 
happy   to  see,   as  we 
continue   to  oCCer   In 

CUHA  strongly  f. 
legislation.  Consumi 
psssage   o£    this   bill 


inded   I 


all    f 


the  pro-consumer  thru 
jld  reap  many  benefit 
power  granted   by  the   legl 


lation   would 


3  dsta  has  been 
in  Mew  York  and  New  England,  or  those  c 
credit  unions  which  offer  share  draft  a 
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Instlti 


istitui 


The   passage  of    this   bill    would    result    In   a  direct  banafit   to 
■11  consman,  aspeclally  those  of  avacage  means.      It  vfould  allow 
those   consunecs   to  have   an   alternative   service   to  consider  when 
selecting   a   third-party  payment   device   and    to  enjoy   the   earnings  of 

alao  will  benefit   through  the  enhanced  competition  anong  financial 
I   that  will   result   Crom  the  passage  of   this  proposal. 
t  Bequlrementai     CUHA  recognizes  that  all   financial 
I  that  offer  demand  deposits  should   hold  reserves 
le  deposits.     Me  believe  it  is  appropriate  for  the  NCUA, 
:lon  with   the  Federal  Reserve  Board,   to  establish 
>ls  of  reserves  for  all   Federal   credit  union  transaction 
3  as  required   by  this  legislation.     This  support  does  not 
support    for   legislation   such  as   B.R.    T,    proposed  by    House 
Knmlttee   Chairman    Henry   Reuss   which  would    Inpose    unlfor" 
requirements  on  all   types  of  transaction  accounts.   Because 
ilted  time  available   to  u*   to  validate   share   drafts   and 
other  types  of  transaction  accounts,   however,  we  see   the  reserve 
provisions  of   H.R.    3BE4   as   a  reasonable   solution    to    the    reserve 
question  pending   a   separate   and    longer-term  decision  by   the 

As  CUNA  stated   In   Its  testimony  on  B.R.   7,   we  believe  required 
reserves  should  earn  a  reasonable  rate  of  return  consistent  with 
sound    fiscal    and   monetary  policy.      He   also   bellava    that   reserve 
balances  should  be  maintained  either  in  the  credit  union  corporate 
central    system  or    In   the   Central    Liquidity    Facility. 
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tftt  control  1!     Th*   urgenE  and   Imcdlatc   naed   for   this 
lagislatlon  1b  tha  pacamount  Isau*  bafoc*  tti«  Congcaia.      Tharafora, 
It  1*  our  t*rv«nt  hope   that  the  ehacklng  account/aha ea  draft 
account  authorltir  xl-ll   not  become  cnmeahcd  In  ■  contioveciy  over 
Bagutatlon  Q  intaraiC  rate  conCroIa  or  othar  proposala  alnad   at 
further  nodacnlzlng  the  nation's  financial   atructura.     Hhil*  m«  are 
prepared  to  participate   in  finding  a  aolutlon  to   those  coaiplicatad 
l«*ueSt   they  repraaent  matters  whichi   in  our  opinion,  must  be  kept 
separate   fcon  the  bill   before  you  today.     As  we   understand 
H.R.    3aG4,    It   would   allow  free   competition   In    tha  marketplace   to 
determine   the   rate   which   consumers  would   receive   on   these    accounts. 
Such  competition  will    require    financial    Institutions   to  develop 
batter  and  less  costly  acrvLccs  to  the   benefit  of   the   public. 

THg  COOPERftTIVE 


Credit  unions  are  cooperative  Institutions  organized   for 
uae  and  control   their  own  money   in  order   to  improve 
their   loclal    and  economic    conditions.      As   cooperatives,    they 
operate   under  tha  *ona  member/one  vote"   principle.      The  memben 
elect   the   directors   of   the  credit   union   from  among    themselves. 
These  directors   are  volunteers  —   they   aerve   without  pay.      Becai 
credit  unions  ars  non-profit  cooperatives,   th«y  provide   the 
greatest  opportunity  for  the  highest  possible  return  on  savings 


In  short,  credit  unions  have  provided  millions  of  people 
>   opportunity    for  ownership   and   participation    In    their    own 
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m  aystam'i  racord   of 
:   union*   ar«   highly 


J   that  Uiv  shire  draft 


the  aost  loportant  elenenCs  ot  the  ci 
succeat.  As  ma mbec -owned  initltutloi 
reaponslue   to  nember   needs. 

IE  was   In  eesponae   to  a  spaclflc 
peogram  waa  davaloped.      Lika  othec  consumcra,   credit  union  B*Bb*ci 
needed  a  more  convenient  way  to  withdraw  Eunda  —   to  make  purchaaea 
or  to  pay  Cor  sacvicea  —  other   than  to  maka  a  trip  to  the  credit 
union.     A  nechanlam  was  needed  to  permit  credit  union  members   to 
make  remote  withdrawals  Croffl  accounts  and  the   share  draft  was 
(leveloped  to  answer   the  problen.      Credit  unions  have  not  bean  alone 
In  seeking  a  neans  to  better  serve  conswers.      Commercial   banks  and 
other  financial   Institutions  have  all   been  developing   sophisticated 
methods   of   remote    funds   withdrawal. 

Credit  unions  have  established  econoniea  in  existing   share 


draft  prograna  through  the  concept  of 
truncation,   the  share  draft  itself   Is 
process  at   the  payable- through  bank- 
aspects  of  contemporary   technology,   hi 
in  allowing  ccedit  unions  to  process  shi 
approximately  St   to  1 7f  pet   item. 
soiae  estimates  for  check  processing 
to  35f  per   item.      Because  of 
unions  are  offering    share   drafts   wlthoi 
rainlnum   balance   requirements. 
we  believe  credit   union 
benefits  of  truncation  and  other   techni 
union  movement   in   the    share  draft  peogi 


uncation.      Through 
lopped   in  Che  clearing 
along  with  other 
I  a  significant   fact 


rafts 


c  of 


cooparea  moat   favorably   t 
banking    industry   at   up 
arly  all  credit 
any  service  charges  or 


should  continue   to  reap  the 
.ogy  developed  by  the  cradl 
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ivatlon  ba  available  eo  the  cuatoMera  of  other   Ilnanelal 

If   CEedlt   unlona  cannot   provide   neabera   with   a  convenient 
laa  to  thelE  nonay,  credit  uniona  will   be  unable  to  compete   in 


tha  nackeCplacc  which  la  evolv 
to  compete  on  an  equal  baala  w 
be  able  to  sucvive.  If  thla  h. 
but  all  consumers  and  Che  enti: 
credit  union*  have  traditional 
financial  marketplace  In  innov. 
savings  and    low-cost   loans* 


,ng.      If  credit   unions  are   not  able 

othec  Institution*,   they  will   not 
ippens,  not  only  credit  union  neBbsra 
onov  would  be   the   losers,   sine* 
y   led  the  way  in   the  conaumer 
aervlcea.  high  returna  on 


COWCLaSIOH 

The   fcundation  that  supports   today's  financial   structure  was 
laid  Eome  i5  years  ago.      Today,   that  foundation  of   laws   la 
crumbling   under   the  weight  of  a  modern  structure   It  was  not 
designed  to  support. 

The  regulations  designed  to  protect   that  structure  are   no 
longer  capable  of   insulating   financial   institutions,  alther   from 
competition  aaong  themselves  or   from  competition  from  uncsgulaCed 
non-depository   institutions,   which  are  challenging   them  for  a  share 
of   Che   traditional   consumer  market. 

For  example,    the   uids   variety   of    investment  options  currently 
being   offered   by   both  depository   and   non-depoaitory    institutions 
alike  have  made  Interest  rate  controls  obHolete   and  unenforceable. 
Conpetltion   for    funds   between   the   public   and   private   sector  has 
made   rate   controls  even   more   archaic    and   ineffective. 
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CUNA  has  cradlllonally  suppoctad  such  t 
the  benefits  It  would  provide  consumcca  by  encouragln9  Craa-narkeC 
coapetition.  He  also  support  legislation  siieh  as  the  33  tax 
incentive  savings  plans  cucr«nc]y  befor*  th«  Congresa  to  gat  at  th« 
root  of  Che  Inflation  problen.  CUNA  has  also  addraasad  th*  plight 
of  the  small  aavvr  and  soughc  such  nethods  of  increasing  the  return 
to  all   aavers  by  aaeklng   the  reooval   of   Interest  rate  controls. 

Today  however,   tlr.   Chairman,  as  you  statad  when  you  asked  us 
to  testify,   is  not  Cha  tine  to  undertake  a  task  of   the  magnitude 
required  to  restructure   Che  nation's  entire   financial   system.      The 
court  mandates  that  Congress  act   to  cesolve  the   transaction  account 
issue  before  the  close  of   the  Clrst  session  of   the  9£th  Congresa. 

Let  this  legislation,   the  Consuner  Checking  Account   Equity  Act 
of  1979.   serve  as  the  cornerstone  of  o  new  financial  system.     Be 
assured  you  Kill   have  the   full   support  of  the  credit  union  Doveaent 
in  completing   the   job. 

in  closing,   we  again  stress   the  need  foe   urgent  action  on  the 
part  of   Che  Congress  to  assure  the   nation's  consusars  continued  and 
broadened  access  to  Incerest-paylng   transaction  accounts.     Onlaaa 
you  ace  quickly,   credit  union  members  and  nilllons  of  other 
customers   at  Other    financial    institutions  will    lose    the 
cost-saving  advantages  of  share  drafts  and   like  accounts.     IM   urge 
your    timely   approval    of   H.R.    3961   so   that  consumers   Hill    continue 
to  have  acceaa   to  Incarasc-bearlng   transaction  accounts  in  an 
environment  of   open  compeciclon   (or    the    benefit  of    the   public. 

On  nay   14  ac  CUHA's  Annual   Htetlng   In  Anaheim,   CA,   the 
Assocladon's   Executive  Committee  adopted  a  resolution  pledging   the 
ful]   support  of   the  credit  union  movement   in  obtaining  tlnely 
passage  of  this   legislaclon.      A  copy  of   thac   resolution  is  attached 
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292 

Chairman  St  Gebmain.  Thank  you. 

Now  our  next  witness  will  be  John  H.  Perkins.  We  will  put  your 
entire  statement,  along  with  its  addendum,  into  the  record,  and  you 
may  proceed  with  the  oral  statement  that  you  have  filed. 

STATEUEHT  OF  JOHH  H.  PEBEHIS,  FSESISEHT,  AUEBICAN  BA5K- 
EBS  ASSOCIATION;  ACCOMPANIED  B7  BOBERT  W.  BENNEB, 
CHAIBHAN,  COMinjNITT  BANEEBS  DIVISION,  ABA 

Mr.  Perkins.  Mr.  Chairman  and  members  of  the  subcommittee, 
on  behalf  of  the  American  Bankers  Association,  Robert  W.  Renner, 
head  of  the  Citizens  State  Bank  of  Hartford  City,  Ind.,  and  also 
head  of  our  community  bankers  division,  I  welcome  this  opportunity 
to  comment  on  H.R.  3864,  the  Consumer  Checking  Account  Equity 
Act  of  1979. 

H.R.  3864  and  the  issues  relating  to  it  provide  an  opportunity  to 
address  perhaps  the  most  important  matter  that  this  subcommittee 
will  face  this  year — failure  of  our  current  laws  to  allow  financial  in- 
stitutions to  adequately  serve  the  individual  depositor  and  the  saver 
of  modest  means. 

A  recent  court  of  appeals  decision  gives  this  issue  particular  urgency 
by  again  making  it  difficult,  if  not  impossible,  for  individuu  de- 
positors to  earn  interest  on  their  transactions  balances. 

In  the  absence  of  legislative  action,  the  court  decision  will  disrupt 
services  to  depositors  of  many  financial  institutions.  Specifically : 

Bank  customers  will  no  longer  be  able  to  use  automatic  transfer 
accounts  which  now  amount  to  over  $6  billion. 

About  1.3  million  credit  union  customers  will  no  longer  be  able  to 
use  their  share-draft  accounts. 

Service  to  an  unknown  number  of  depositors  using  remote  service 
units  of  savings  and  loan  associations  will  Ix-  disrupted. 

Moreover,  problems  under  the  current  system  are  not  limited  to  the 
holders  of  transaction  accounts.  Specificallv: 

Tlic  inflexible  administration  of  rate  ceilings  on  time  and  savings 
accounts  at  commercial  banks  and  thrift  institutions  prevents  mwt 
of  the  holders  of  the  nioi*  than  -21^7  million  such  accounts  from  earn- 
ing a  market  i-ate  of  interest. 

Individual  holdei's  of  over  !)fi  million  bank  savings  accounts  and  an 
unknown  number  of  certificate  accounts  are  further  discriminated 
nsaiiist.  They  ai-e  constrained  to  an  even  lower  rate  than  the  holders 
of  similar  accounts  at  other  institutions. 

In  addition  to  discriminating  against  savei-s  of  modest  means,  these 
rate  ceilings  discourage  siiving  at  a  time  when  we  desperately  need  to 
inci-ease  the  amount  of  funils  avnilitltic  for  prmluctivity- increasing  in- 
vestment and  to  get  at  inflation. 

Another  major  defect  in  our  current  Hvsteni  results  from  the  ex- 
tremely high  cost  of  meml>ership  in  the  f'eileral  Reserve.  Over  time, 
the  high  cost  of  memliership  has  led  to  a  larger  volume  of  transactions 
taking  place  outside  of  menilier  banks,  a  trend  which  could  eventually 
threaten  the  ability  of  the  Federal  Reserve  to  control  the  money 
supply. 
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This  subcommittee,  along  with  the  full  committee,  now  has  the  op- 
portunity to  address  all  of  these  defects  in  a  comprehensive  manner. 
In  particular,  the  subcommittee  and  the  full  committee  have  the  op- 
portunity to  put  together  a  related  set  of  proposals  that  will  allow 
financial  institutions  to  better  serve  the  individual  depositor  and  en- 
hance the  Federal  Reserve's  monetary  control  while  preserving  a  com- 
petitive balance  between  different  types  of  financial  institutions. 

Such  a  related  f:et  of  proposals  must  also  provide  for  a  transition 
to  this  new  environment  in  a  way  that  does  not  harmfully  disrupt  our 
complex  and  effectively  functioning  financial  system.  Building  on  the 
provisions  of  H.R.  3864  and  proposals  dealing  with  the  Federal  Re- 
serve issue,  we  would  like  to  set  out  recommendations  which  we  believe 
do  just  that. 

First,  extend  the  authority  to  offer  interest-bearing  transaction  ac- 
counts for  individuals  to  all  depository  institutions.  AH  institutions 
offering  such  accounts  would  be  subject  to  the  same  reserve  ratio  on 
transactions  deposits  and  to  the  same  interest  ceiling  on  all  types  of 
accounts. 

Second,  gradually  increase  over  time  all  interest  rate  ceilings  on 
time  and  savings  deposits.  Concurrently.  Congress  should  examine  and 
propose  a  legi^ative  solution  to  the  problem  of  State  usury  ceilings. 
The  interest  rate  differential  on  time  and  savings  accounts  would  be 
eliminated  as  the  rate  ceilings  were  increased.  Thrift  institutions 
would  be  given  additional  asset  powers  such  as  the  ability  to  offer  vari- 
able rate  mortgages. 

Third,  extend  reserve  requirements  as  determined  by  the  Federal 
Reserve  to  transactions  deposits  at  all  financial  intermediaries.  Non- 
member  institutions  would  be  allowed  to  hold  their  reserves  in  the 
form  of  vault  cash  or  deposits  at  commercial  banks  or  as  pledged 
assets  acceptable  to  the  Federal  Reserve.  Member  institutions  would  be 
allowed  to  hold  a  substantial  portion  of  reserves  in  the  form  of 
pledged  assets  acceptable  to  the  Federal  Reserve  I'equirements  on  time 
and  savings  deposits  would  be  eliminated. 

The  term  transactions  account  is  ussed  to  refer  to  any  account 
from  which  a  transfer  can  be  made  to  a  third  party  or  from  which 
funds  can  automatically  be  transferred  to  another  account  from 
which  transfers  can  be  made  to  a  third  party.  Since  transactions  can 
take  place  more  readily  out  of  these  account.s,  there  is  a  fairly  stable 
relationship  between  the  volume  of  funds  in  such  accounts  and  the 
level  of  economic  activity.  Thus,  transactions  accounts  have  long  been 
a  central  focus  of  monetary  policy.  They  are  the  element  of  the  bank- 
ing system  over  which  the  Federal  Reserve  needs  adequate  control  to 
discharge  its  duties.  The  marked  reduction  in  the  volume  of  funds  in 
checking  accounts  as  a  result  of  a  series  of  bank  failures  was  a  major 
factor  in  the  Depression  of  the  thirties.  One  of  the  public  policy  re- 
sponses to  this  problem  was  to  prohibit  the  payment  of  interest  on 
checkinc  accounts. 

The  193.3  prohibition  against  paying  interest  on  checking  accounts 
has  been  a  soui-ce  of  growinc  controversy  as  rising  market  interest  rates 
induced  by  more  rapid  inflation  have  increased  the  interest  earnings 
foregone  by  holding  noninterest-bearing  transactions  deposits. 
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In  the  95th  Congress,  our  association  supported  S.  1668,  a  bill 
that  would  have  extended  NOW  accounts  to  ail  depository  institutions 
and  would  have  insured  that  all  of  these  institutions  were  on  an  equftl 
footing  in  offering  such  accounts. 

Following  the  court  of  appeals  decision,  our  association  had  the 
opportunity  to  review  its  position  at  its  April  leadership  meeting.  Ap- 
proximately 400  bankers  representing  every  region  of  the  country 
and  every  segment  of  the  industry  met  for  4  days  to  discuss  this  and 
other  issues.  At  that  meeting  tlie  leadership  group  reaffirmed  its  sup- 
port for  the  creation  of  an  interest-bearing  transactions  account  for 
individuals  to  be  offered  by  all  depository  institutions,  providing  there 
is  a  parity  between  institutions  in  offering  these  accounts.  Our  de- 
tailed testimony  elaborates  on  our  views  as  to  why  this  is  essential. 

Just  as  individuals  have  had  little  opportunity  to  earn  any  interest 
on  their  transactions  balances,  the^  have  had  little  opportunity  to 
earn  a  market  rate  of  interest  on  their  savings  and  time  deposits.  These 
two  problems  cannot  be  separated.  Demand,  savings,  and  time  deposits 
are  partial  substitutes  for  each  other  and  changes  in  the  interest  rates 
on  one  of  these  types  of  deposits  affects  the  Behavior  of  the  others. 
Thus,  the  problem  of  ceilings  on  time  and  savings  deposits  should  also 
be  addressed. 

Like  the  prohibition  against  paying  interest  on  demand  deposits, 
the  interest  rate  ceilings  on  time  and  savings  deposits  have  their  great- 
est impact  on  individuals  who  generally  have  limited  access  to  instru- 
ments paying  market  interest  rates. 

We  believe  that  phasing  upward  the  interest  rate  ceilings  on  time 
and  savings  deposits  can  eliminate  discrimination  against  the  small 
saver  without  serious  market  repercussions.  To  prevent  serious  dis- 
ruptions in  the  financial  system,  these  deposit  rate  ceilings  should 
be  gradually  increased  over  a  period  of  5  or  10  years.  This  gradual 
increase  in  rate  ceilings  will  provide  both  banks  and  thrift  institutions 
the  time  needed  to  learn  how  to  operate  in  this  new  environment. 
Allowing  banks  and  thrifts  to  offer  variable  rate  mortgages  will  also 
help  smooth  this  transition. 

Another  problem  that  will  be  encountered  in  the  transition  to  this 
new  environment  is  the  existence  of  State  usury  laws.  Studies  have 
repeatedly  shown  that  these  statutes  have  little  effect,  except  to  stop 
the  flow  of  credit  to  affected  areas  during  periods  of  high  market  inter- 
est rates.  We  believe  that  the  Congress  should  examine  this  problem 
with  the  goal  of  bringing  about  a  legislative  solution  within  1  year. 
An  essential  step  in  rationalizing  the  structure  of  deposit  rate 
ceilings  is  the  elimination  of  the  differential  between  the  rates  that 
thrift  institutions  can  pay  and  the  rates  that  banks  can  pay.  Such  a 
step  is  needed  to  eliminate  one  form  of  discrimination  inherent  in  the 
current  system  of  rate  ceilings — discrimination  against  bank  deposi- 
tors— and  to  insure  competitive  equality  between  banks  and  thrift 
institutions,  as  the  tlirifts  gain  more  banklikc  powers. 

Allowing  all  depository  institutions  to  offer  interest-bearing  trans- 
action accounts  to  individuals  and  raising  the  deposit  interest  rate 
ceilings,  albeit  gradually,  will  increase  the  need  to  find  a  solution  to 
tlie  Federal  Reserve  problem.  Banks  are  likely  to  experience  some 
downward  pressure  on  earnings  during  the  transition  period  and  may 
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leave  the  Federal  Reserve  in  increasing  numbers  in  an  effort  to  offset 
this  pressure.  Indeed,  this  was  the  experience  in  New  England  after 
(he  advent  of  XOW  accounts.  In  addition,  we  must  insure  that  the 
Federal  Reserve  has  adequate  control  over  transaction  deposits  at 
thrift  institutions  and  other  ffnancial  intermediaries  legally  offering 
them  if  we  are  to  maintain  a  sti-ong  and  independent  central  bank  so 
necessary  to  the  proper  functioning  of  the  economy.  Thus,  solving  the 
interest  rate  ceiling  problem  and  expanding  the  use  of  transaction 
accounts  will  necessitate  a  solution  to  the  Fed  men^rship  problem. 
Our  main  testimony  elaborates  in  detail  how  we  think  this  can  and 
should  be  done. 

In  conclusion,  we  believe  that  the  time  has  come  to  begin  changing 
the  rules  governing  our  financial  system  so  it  better  serves  the  indi- 
vidual depositor  and  the  small  saver.  Such  a  change  must  take  place 
in  a  carefully  managed  transition  that  establishes  competitive  balance 
between  ffnancial  institutions  and  insures  the  Federal  Reserve's  con- 
trol of  monetary  policy.  We  believe  the  proposals  we  have  spelled  out 
in  our  main  testimony  will  accomplish  ail  of  these  objectives.  We  look 
forward  to  further  discussion  of  our  proposal  and  are  eager  to  work 
with  the  committee  to  devise  satisfactory  solutions  to  these  problems. 

Thank  you. 

[Mr.  Perkins'  prepared  statement,  on  behalf  of  the  American  Bank- 
ers Association,  follows:] 
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Prepared  Statement 

of  the 

Aaerican  Bankers  Association 

Before  the 

Sub-committee  on  Financial  Institutions 

Supervision,  Regulation  and  Insurance 

of  the 

Conmittee  on  Banking, 

Finance  and  Urban  Affairs 

on  H.R.  3864 

"The  Consumer  Checking  Account  Equity  Act  of  1979" 
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I  u  John  H.   Parkins,  Presldmt  of  Ch*  Continantal   Illinois  Bank  I  Trust 
Compmf  of  Chicaio.     I  ■■  here  today  in  m/  capacity  as  Prasldtnt  of  tht 
Aaariean  Bankars  Association,  a  tntia  association  lAosa  naitieTship  Includas 
■or*  than  92  parceot  of  the  nation's  14,500  full-service  banks.     I  aa 


:  of  tha  Cltisans  State  lank,  Kartfoid 

iiociation's  Coaunlty  Bankers  Division 
2,000  banks  with  lass  than  tlOO  Billion 
opportunity  to  coBent  on  H.B.   3844,  the 


f  1979"  xhtch  Muld  (Ivs 


n  checking  » 


This 


aceoipanied  by  Robert  N.  Renner,  I 

City,   Indiana,  and  Chalraan  of  oil 

■hose  atabarshlp  includas  aora  thi 

dollars  in  deposits.     Ne  Helccae  i 

"ConsuBar  Checking  Account  Equity 

Institutions  tha  authority  to  offr 

the  1913  prohibition  against  pay>ent  of  Intare: 

proposal  would  also  give  tho  Federal  Hoaa  Loan 

l^iosa  reserve  requiraBenti  on  the  deaand  depo! 

give  the  National  Credit  Union  Adainistratlon  tha  authority  to  i^osi 

requlTeaents  on  tha  denand  deposits  of  Federally  chartered  credit  unions. 

H.R.  38M  provides  an  opportunity  to  address  perhaps  tha  Bost  iaportant 
Issue  that  this  Sub-co^ttee  vill  face  this  year  --  the  failure  of  our  currenl 
laws  to  allow  financial  Institutions  to  adequately  serve  the  individual  deposit 
and  the  saver  of  BOdest  aeans.     A  raeent  Appeals  Court  decision  gives  this  issi 
particular  urgency  by  again  Baking  It  difficult,  if  not  l^osslbla,  for 
Individual  depositors  to  earn  interest  on  their  transactions  balances.      In 
the  absence  of  legislative  action,  the  Court  decision  will  disnqit  services  to 
depositors  of  aany  financial  Institutions.     Specifically 


t  which 
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)  longer  be  ibla 
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Horaover,  piobltai  undar  the  cuTrant  lystea  us  net  Halted  to  tha 

holder*  of  trauactlons  accounli.    Specifleelly: 

a     The  InflexiblB  idnini strati on  of  rate  cellinii  on  tima  and  aavlat* 
sccoujits  at  consiercUl  banks  and  thrift  Inatltutiona  prsventi 

■ait  of  the  holders  af  [he  adri  Xhun  217  bIIIIod  luch  a 

earning  ■  aarkei  rate  of  interest. 

0     Individual  holders  of  over  96  ■llliOQ  bank  sav: 


of  iIbIIbt  accounts  at  other  i 

0  In  addition  to  diserinlnsling  against  » 
rate  ceilings  discourage  savings  at  a  t 
to  Increase  the  (Bount  of  funds  avallab 

o    Another  sajor  defect  In  our  current  s/stea  reaulti  troa  the  nnreBeljr 
high  cost  of  Dsnbership  in  the  Federal  Reserve.    Over  tlae,  the  hlfk 
cost  of  BBBbecship  has  led  to  a  larger  voluM  of  transac  Ions  taking 
place  outside  of  neaiber  banks,  a  trend  riiich  could  eventually  threaten 
the  abllll/  of  the  Federal  Reserve  to  control  the  ■one)'  supply. 

lliis  Sub-cDimittee  now  has  the  opportunity  to  address  alt  of  theaa  defects 

In  a  cmqirehenslve  sanner.      In  particular,  the  Sub-coniittee  has  the  opportialty 

to  put  together  a  package  of  proposals  that  Hill  allOH  financial  institutlODS 

to  better  serve  the  individual  depositor  and  enhance  the  Federal  Reserve's 

■onetary  control  nhile  preserving  a  competitive  balance  between  different  type* 

of  financial  institutions.     Such  a  package  Bust  also  provide  for  a 

to  this  new  environaent  in  a  xay  that  doe*  not  disrupt  our  coiplex 

systeB.     Building  on  the  provisions  of  H.R.   3S64,  xe  would  like  to  set  out  ■ 

proposal  Hhich  xe  believe  does  just  that. 

Transact ion  Accounts 

The  toTB  transactions  account  ts  used  to  refer  to  any  accoioit  frca  which 
■  transfer  can  be  aade  to  a  third  party  or  froa  Khich  funds  can  auteastlcelly 
be  transferred  to  another  account  froa  which  transfers  can  be  aade  to  a  third 


jbyGoogle 


pBRjr.     nwy  ars  the  only  accouati  that  can  b«  uaad  diraetly  Co  disdurt*  an 
obligation  or  dabt.    Sine*  traiiMctlans  can  tata  plac*  Bora  raadlly  out  of 
thaia  Bccouota,  thera  is  a  fairly  atabla  ralatienahip  batman  tha  valiaa  of 
funds  In  such  aceomts  and  tha  laval  of     ecoa<Mic  acClvitj'.     Thua,  transac- 
tions accounts  hava  long  boon  a  cantral  focus  of  aonetuy  pollc)'.     Thay  arv 
tha  eleaant  of  the  banking  syitem  ovaT  lAich  tha  Fadanl  Rosarvs  nsads  adsquats 
control  to  dischargo  Its  duties.    Tha  aariwd  raduction  In  tha  voluaa  of  fundi 
In  checking  accowtl  u  ■  result  of  bank  failure  as  ■  eaJOT  factor  in  the 
Dapreision  of  tha  ISSO's.     One  of  tha  public  policy  responsas  to  this  pioblaa 
Hu  to  prohibit  the  payaant  of  Interest  on  checking  account* . 

The  1933  prohibition  against  paying  interest  on  checking  accounts  has 
been  a  source  of  gnwlng  controversy  as  rising  aerket  Interest  rates  induced 
b/  sore  r^id  inflation  have  inccoaaed  tha  inteiest  earnings  foregone  by  holding 
non-interest  bearing  transactions  dqiosits.    To  co^Mte  for  these  funds, 
financial  Institutions  have  in  recent  years  designed  several  instnaent*  to 
allo«  deposltOTS  to  earn  interest  on  their  transactions  balances  xithout 
sacrificing  the  convenience  of  a  transactions  account.     The  Issue  has  taken  on 
Increased  urgency  as  a  result  of  the  recent  Court  of  Appeala  ruling  that  a 
nu^er  of  these  devices --specifically,  autoaatic  transfer  accounts  at  banks, 
share  drafts  at  credit  unions,  and  raaote  service  units—violate  the  1933 
prohibition. 

Our  Association  has  for  several  year*  siqiported  a  proposal  designed  to 
allOH  dapositoTS  to  earn  Interast  on  their  tTansactions  balances.  ID  1976.  we 
si^ported  S.  16&S,  a  bill  that  would  have  extended  KM  accomts  to  all  depository 
Institutions  and  would  have  insured  that  all  of  these  institutions  oere  on  an 
equal  footing  in  offering  such  accounta.  To  achieve  such  coapetitiva  equity, 
all  institutions  offering  transaction  accounts  would  have  bean  subject  to  the 
saae  deposit  rate  ceilings  as  banks  on  all  typw 
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FoIlOHing  tliB  ^p«ils  Court  dKlsion,  our  Association  had  th*  opportunity 

to  raview  its  position  at  its  ^ril  Leadership  Meetins-    AppToiiBatel)'  four 

hundred  bankars  rapresanting  every  region  of  the  country  and  every  segaant  of 

1/ 
the  iodustry  Bat  for  four  days  to  discuss  this  and  other  issues.      At  that 

■eating  the  LeadeTship  Group  reaffiiaed  its  sui^rt  for  the  creation  of  an 

Intecesl -bearing  innsactions  account  for  individuals  to  be  offered  by  all 

depository  Institutions,  providing  there  la  a  parity  betnen  Instltutiooa  In 

offering  these  accounti. 


lency  and  equity,   individuals  should  be 
:loni  balances.      Inability  to  p^r 
held  by  individuals  haa  led  to  an 
for  these  funds,  banks  have  offered 

ices  end  other  preaiuas  in  lieu  of  ttw 


For  reasons  of  both  econoadc  efflcie 

interest  on  the  transaction  b 

inefficient  use  of  resources.     To 

their  custoaers  free  or  below  cost  servic 

interest  payaenti  prohibited.    This  has  led  to  an  overuse  of  bank  servlcas. 

In  addition,  individual  depositors  have  had  an  Incentive  to  Blnialie  thair 

holdings  of  non-intereit  bearing  transaction  deposits  and  invest  the  funds  In 

earning  assets,  even  when  doings  so  required  co^aitaent  of  real  resources  auch 

as  the  depositor's  tlaa  and  inconvenience.    AlloHlng  individual  depositor*  to 

earn  interest  on  thtir  transactions  balances  will  lead  to  aore  efficient 

pricing  and  Bore  rational  use  of  bank  services. 

In  addition  to  Increased  aconoalc  efficiency,  allowing  Individuals  to 
aam  Interest  on  their  transactions  balances  will  greatly  reduce  the  Inaquitlss 
In  the  current  systea.     Other  bank  custoaers  already  have  an  oppiirtunlty  for 
earning  axplieit  or  Illicit  interest  on  their  transaction  balances.     For 
eia^le,  corporate  depositors  xith  significant  balances  aay  use  thaa  to  aaet 
eoBpensating  balance  requlreaants  or  aay  receive  an  eantlngs  credit  for  these 
fundi  --  thereby  reducing  the  cost  of  services  obtained  fm  the  bank.     In 

1/  A  copy  of  the  consensus  ststeaant  released  after  that  Beating  is  attacbad 
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(ddition,  laxft  coipoTst*  dapultar*  oftan  hm*  th«  opportunity  t 
theii  idle  balancea  In  •uning  UHti  such  a*  coaMTclal  pipai  or 
■grasaMits  far  abort  pcrLmU  of  tia*.     Indivlduilt  mi*  (■Mrall)'  pnvmtsd 
turn  Bakin)  luch  InvostBoiEi  tty  tho  hl^  fiiod  truuactiana  coits  relativo  to 
the  iBDunts  avallibl*.    TUi  loaqulty  can  b*  ovareoB*  by  alloHlnf  thoa  to 
Sam  Intanst  on  thair  tT«n*actl<ini  baluicoi. 

In  aoving  fna  Ih*  praimt  to  this  n«r  •nvimiiMnt ,  (lapositoi]r  inititn- 
tians  iHsd  tiae  tc  adjiut.     A  tramltional  parlod  1*  n««d«d.     An  ordarly 
tnnilcion  can  best  ba  achieved  by  Halting  ijiterei  I -bearing  truiimctlon 
accounts  only  to  Individuals.     Individuals  currmtly  hold  about  1/3  of  all 
deaand  depoalts.      Llaiting  inter ait -bearing  transaction  accounts  to  Individuals 
will  afford  tiae  to  observe  the  affect  of  Increased  co^ietltion  on  ths 
stability  of  the  financial  systaa.    Allonlng  interest  to  be  paid  on  inter- 
bank and  carporato  daposlts  could  be  particularly  dlsrvptlv*  at  •  tlas  irtioii  tho 
relationship  between  banks  and  those  depositors  say  change  considerably  as  the 
Federal  Reserve  begins  pricing  for  services. 

Mo  baliava  that  the  •xpariance  with  NOR  accoimts  In  New  England  and,  as 
of  lata  last  year.  New  York  State  illustrates  the  value  of  a  gradual  traBsitlm 


to  this  new,  Bore  coi^atltlva  anvironaent.     Thel 

probleas  as  aany  a  New  England  banker  and  thrift 

attest.     However,  as  these  probleas  we 

and  depository  institutiona  grew  acre  coafortabl 

bankers  across  the  country  watched  and  learned 

fully.  Hill  be  better  prepared  to  operate  in  a 

it  Is  tlaa  to  take  the  next  step  awl  allow  Ind: 

country  to  earn  Interest  on  their  transactions 

to  abandon  the  gradual,  deliberate  approach  begun  in  Haw  England  by  a  prac^tti 

eltaination  of  the  1913  prohibition. 


'  introduction  was  not  without 
institution  executive  will 
y  worlced  out,  both  depositors 
:  with  this  device.     Moreover, 

:roa  this  oxperlaant  and,  hope- 
T  envlronaant.    We  believe 

ridual  depositors  across  the 
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Tha  tnnsitloi)  to  tl 
InititutioDS  an  ■llowad 


l^rovad  systaa  Hill  also  be  auad  If  dapoiltorjr 

continua  offarini  the  typei  of  tTaaiactlcnu  aceiNBi 


sffared.     Qiitoaars  that  ara  latisfled  with  thalr  cuirei 

wed  to  continua  to  recalva  thli  larvlca.     In  addltioa, 
'er  ■  new  type  of  account  to  indlviduali  on  lAlch  tbejr 
.r  tTanaaction*  balancea.     tbia  could  take  tha  firaa  of 
:  currently  offered  In  Hen  England  or  soaa  alailar 
lowed  to  continue  offerlni  the  autoaatie  transfer 

be  allowed  to  continue  an/  tnnaaetioiu 
laportant  that  dapoaltory  initltatlau  be 
ihape  thia  new  account  in  a  Hay  that  1*  Bolt 
Depositors  Hilt  bast  ba  sarvad  if  these  naM 
d  by  financial  liutitutloa*  and  their  depositor*,  throu^ 


t  and  thrift  institutii 
e  currently  . 
aaxlKB  fleiibtlity  I 
tive  to  their  custow 


■arketplaee  interaction  rather  than  by  tha  (ovem 


t  through  a  regulatory 


SoBe  students  of  banking  feel  that  Individual  depositors  with  In  trauac- 
tions  balances  will  end  up  paying  Bore  in  service  charges  than  thay  receive  in 
interest  Incow  on  theae  interest -bearing  transactions  accounts^    Nhita  this 
■ay  happen  In  ioin  instances,  we  feel  that  the  proper  test  for  ttwse  Den  accotmti 
Is  one  of  consuaer  choice.      If  considers  prefer  non- interest 'bearing  lo«-sarvice- 
chaige  transactions  accounts,  the  aarket  Dill  ensure  that  they  coatimie  to  be 
offered. 

Na  believe  that  savings  and  loan  aasociations ,  ajtual  savings  bonka,  and 
credit  unions  should  also  be  able  to  offer  these  trensaction  deposits,  but  only 
In  a  aonner  that  preserves  the  co^etitlve  balances  batmen  dlffaraat  types  of 
financial  institutions.  To  Bsintatn  this  balance,  these  transaction*  accomta 
should  be  resarvad  at  the  Base  ratio  for  all  financial  Institutions.  TUs  Is 
essential  not  only  to  insure  co^etitlve  equality,  but  also  to  piovlda  • 


jbyGoogle 


liquidity  and  to  prasarvs  tha  Fedsnl  Rasarvg's  abllltir  to  contTol  the  ■onay 
wtpply,  ■  point  to  lAtdi  m  ratinn  Istor. 

In  ■ddltlon  to  rsierve  ritios,  any  Institution  offarlng  thssa  account* 
■hould  be  subjactad  to  tha  saaa  daposit  rate  calllngi  ai  banka  on  all  types  of 
accounts.     Failure  to  do  lo  would  give  thrift  institutions  the  advantsga  of  both 
one-stop  letail  banklni  and  higher  Interest  ratas  on  tiae  and  savings  accounts. 
Tha  decline  In  cc^rclal  banking's  share  of  the  household  tlaa  deposit  aarket, 
as  shoMi  In  Table  1,  reflects  sensitivity  of  thai*  deposits  to  the  Interest  rate 
differential  enjoyed  by  the  thrifts.     In  contrast,  regular  savings  deposits  of 
household  are  less  sensitive  to  the  Interest  rate  differential.     Ttiey  are 
convenience  account)  often  BalntBlned  for  use  In  eaergencies  and  aay  be  easily 
transferable  on  a  aoaents  notice  to  transaction  accounts.     For  oany  people, 
tha  additional  inconvenience  of  transferring  these  funds  froa  thrift  Institu- 
tions without  third-party  payaent  poners  to  a  bank  with  third-party  powers 
outweighs  the  higher  yield  available  at  the  thrifts.     However,  If  thrifts  gain 
general  third-party  psyaent  powers,  the  differential  will 

becoBa  crucial  in  co^wtttion  fOr  regular  savings  accounts.     Hlthout  the 
ellBlnstion  of  the  differential  at  thrift  institutions  that  gain  general  third- 
party  payaant  powers,  we  would  see  a  decline  In  the  bank  Mrkel  share  of  regular 
savlnis  accounts  siailsr  to  that  idiich  has  already  occurred  in  the  Bsrket  for 
household  tlsa  deposits.      Bank  custoaeri  nist  not  be  asked  to  continue  to  be 
disadvan caged  by  on  inequitable  law  and  regulation. 

The  thrift  institutions  have  advanced  the  arguasnt  that  the  interest 
differential  cannot  be  eliminated  until  they  have  a  full  range  of  asset  pomrs. 
This  is  a  diversionary  and  quite  transparent  tactical  pl^.    Thrifts  do  not  use 
the  interest  differential  to  co^ete  for  assets;  they  use  it  coapete  for 
deposits.     Coinerclal  banks  have  aanaged  not  to  lose  greater  aarket  shore  In  this 
uneven  co^wtition  only  because  thrifts  were  unable  to  offer  transactions  accounts 
and  because  aany  depositors  found  it  convenient  to  keep  their  savings  accounts 
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132  46.4  47.6         45.9  45.3 

75  40.3  44.8         47.4  47,7 

3)     Housahold  Tlat  Mposlti  JJO  56.6  50.5         44.6  43. J 


1/  Hot  Includlnc  Cr«llt  Union  Shuei 

Soutcm:     FDIC,  A«»ti  md  LUbilltiat.   lalKtvd  datM,  F»d»i«l  R»»«ry  Inllwla. 
s«l»ct«d  datas,  MAMSB  F«el  Book.  s*lMt*d  itoft.  USLM  f«et  teoti 
s*l»cted  datat,   Fcdaial  Raierve  loard.  Flaw  of  Faidi  Bftt«tlC«.     All 
tine  ud  savinfi  d*po>its  at  thrift!  n*  u>(B*d  to  b«  hald  bf  bous*- 
bold*. 


,dhvGooglc 


•  Institution  u  th*lr  tTWKUtiixu  • 


tf  thrifts  u*  liven 


luactions  pomTS  it  nill  bs  l^»s(ibl>  to  presarv*  my 
hout  sllainstlng  th*  diffarmtlal .  To  sugfsst  that  thrl 
■■ka  auto  loans  oi  s*rv«  as  custodians  for  Absi 

/  can  give  19  the  differential 
While  m  favor  alloiilng  thrift  Institutions  to  offar 
n  an  equal  co^atil 
tutlon*  Hill  wish 


Entiy  into  thi 
ti  and  entail 

the  traditional  roloi  of  tbasa  institutions.  Sob*  thril 
ifer  to  Balntaln  their  traditional  roles  as  spacializad 
!  operalional  advantajes  thay  have  enjogred.     He  believe 


:o]^Mtitlve  bslane* 

fts  need  to  be  able 

fundi  before 

Individual  transac' 
recognize  that  not 
transactions 
.  significant  chance 
.  institutions  aax 

Institutions  retaining 
thrift  institu- 


tions thai  do  not  elect  to  offer  transactions  accounts  should  be  slloHad 
le^orarll)'  to  Bsintaln  these  publ icy' granted  advantages.     But  in  the  long  run, 
theie  advantages  aiit  give  my  to  the  need  to  design  a  financial  systea  that 
does  not  dlscrlalnate  against  tha  individual  depositor,  a  point  to  idiich  ee  now 


Interest  Bate  Cellingi 


and  Savings  Oepos 


Just  as  individuals  have  had  little  opportunity  to  earn  any  interest  on 
their  transactions  balances,  they  have  had  little  opportunity  to  earn  a  aarkel 
rate  of  Interest  on  their  savings  and  tlae  deposits.    ITiest  two  probleas  cannot 
be  separated.     Deaand,  savings,  and  ti>e  deposits  are  partial  substitutes  for 
each  other  and  changes  in  the  interest  rates  on  one  of  these  types  of  deposits 
affects  the  behavior  of  the  others. 

Like  the  prohibition  against  paying  interest  on  demand  deposits,  the 
Interest  rate  ceilings  on  tine  and  savings  deposits  have  their  greatest  i^iaet 
on  individuals,  who  generally  have  Halted  access  to  Instnaents  paying  aarkst 
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It  twllav*  thM  phaiini  tqimid  th*  intarest  rat*  calllnfs  on  tia*  and 
»vin|s  dspoilti  cm  •llMiMta  diicrialiutiini  afunst  tha  laall  uvm  idtbaiit 
Ssrious  BaTket  rsperciusloni.     Him*v*t,  or*  autt  be  takan  In  aaiia(lng  tU> 
transition.     A  praclpltous  change  could  cause  lerloua  dlin^tiona  In  tha 

Ne  balleve  tha  bait  ny  to  aanafe  the  traiuition  Is  to  iiaduall)'  Increase 
all  depoiit  rate  cellinfS  over  a  period  of  five  or  ten  rears.     Ihls  approach 
Insuiei  that  all  savers  iilll  eventually  have  access  to  a  st^l*  isvlngs  instni- 
■ent  paying  a  aarket  rate.     At  the  saae  tiae,  the  gradual  Increase  In  rate 
ceilings  Hill  provide  both  banks  and  thrift  institutions  the  Ciav  needed  to 
learn  how  ta  openta  in  this  nex  gnvlroniHnt.     These  institutions  will  need  to 
aoka  adjustaents  that  will  take  scae  tiae  to  co^tlete.     For  exa^la,  aost  thrift 
significant  portion  of  their  portfolio  in  aDTtgafe  loans 
tea  Here  auch  lower  and  thus  bearing  yialds  considerably 
arket.      Raising  the  dei»iit  Interast  rate  ceilings  gradually 
or  these  old  aortgagea  to  run  off  so  that  the  fwds  can  be 
ats.     In  addition,  alloolng  tha  thrifts  to 
1  help  insure  that  they  do  not  in  the  future 


nstituti' 


Kill  provide 

reinvested  in  higher  yielding  a 

offer  variable  rate  aortgagas  o 

gat  caught  in  this  saaa  squeeie  idien 

shown  that  these  statutes  have  little  effect, 
to  affected  areas  during  periods  of  high 
that  tha  Congress  should  eiaain*  this  problea 
a  legislative  solution  within  one  year.  Fa: 
towards  a  financial  systea  that  better  servi 
continuation  of  the  periodic  disnq>tlons  thai 
to  these  usury  ceilings. 


n  the 
laws.     Studies  have  repeatedly 
except  to  stop  the  flow  of  credit 
It  interest  rates.     Ne  believe 
Kith  the  goal  of  bringing  about 


have  plagued  loan  a 
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TiM  iwii  livings  InstruBmits  r*cantl)'  prapoitd  bjr  th*  EegulBtoiy  ■genclM 
Mould  illow  soa«  saall  s>v«n  to  earn  ■  hi(her  rate  on  th*lT  tiae  uid  »vln|S 
dqioiiti  ■»],  thiu,  are  cortiinly  in  tha  propsr  ipirit.  Howevor,  it  mit  be 
medered  that  the  typical  laall  saver  Is  not  a  sophisticated  Investor  with 
tl>e  or  Inclination  to  analyze  a  Iar|i  maber  of  coqilex  savlnfi  instnaanta. 
Our  neafcers  have  exaalned  thesa  proposal*  and  tell  us  they  ara  not  sure  they  can 
explain  soag  of  than  to  the  typical  depositor  or  even  equip  telters  and  platfora 


office 


■ith  the  capability  t 


explain  thea.     Iloieover,  depositors  have 
BDSt  baHilderinj  array  of  savinjs  instruaen 


>d  la  our  testimony  tables  shmlng  all 
21  different  interest  rate  ceilings  and  2S  d 

(ould  be  better  to  gradually  raise  rate 
order  to  ensure  thai  saall  savers  sventuslly  have  ace 
faaillar  savings  instnownt  paying  a  Bsrket  rate.  If 
the  instrunants  recently  proposed  by  the  regulatory  ageni 
depositors,  there  Is  nothing  to  prevent  depository  insti 
then  once  the  ceilings  are  raised  sufficiently.  Off 
at  higher  rates  iriiile  existing  savings  instruaents  c 
lOH  ceiling  rates  Hill  not  provide  a  valid  uriiet  ta 


a  siiqile  and 


An  essential  step  ii 


can  pay  and  tht 


rationsliilng  the  structure  of  deposit  rata  ceilings 
differential  between  the  rates  that  thrift  institutions 
c  banXs  can  pay.     Such  a  step  ii  needed  to  ellainste 
n  Inherent  in  the  currant  systaa  of  rate  ceilings — 
discriaination  against  bank  depositors— and  to  ensure  ccsQWtltive  equality  betxeen 
banks  and  thrift  instutitions , 

Would  the  siqiply  of  housing  credit  suffer  fro»  this  change?  To  sort  out 
these  difficult  issues  our  Association  co^dssloned  Goleidie  Associates  to  do  a 
asjor  study,  "Ceilings  on  Deposit  Interest  Rates,  The  Savings  Public,  and 
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Housing  Flnanca."     The  stud)'  concludes  "there  is  no  strong  evidence  that  late 
ceilings  on  deposits  hive  proaoted  housing  ovsr  the  long  run." 

Elimination  of  the  differential  could  b«  achieved  by  raising  the  ceilings 
for  baoka  aors  rapldl)'  than  the  ceilings  for  thrifts.     To  provide  aoae 
riexibllitx  in  aanaging  this  transition,  the  Bdalnl strati on  of  the  depoalt 
rate  ceilings  could  be  returned  to  the  regulatory  agencies  under  a  legislative 
Bondate  to  raise  deposit  rate  ceilings  to  a  certain  level  and  to  elialnate  the 
Interest  differential  within  a  certain  period  of  tlae. 

The  Monetary  Control  Issue 

Alloning  all  depositary  institutions  to  offer  Interest  bearing  transac- 
tion accounts  to  individuals  and  raising  the  deposits  Interest  rate  ceilings, 
albeit  gradually,  will  Increase  the  need  to  find  a  solution  to  the  Federal 
Reserve  problei.     Banks  are  likely  to  eiqierlence  soae  domward  pressure  on 
earnings  during  the  transition  period  and  Bsy  leave  tha  Federal  Reserve  in 
increasing  nuabers  in  an  effort  to  offset  this  pressure.     In  addition,  ho  Bust 
ensure  that  the  Federal  Reserve  has  adequate  control  over  transoctioa  deposits 
at  thrift  institutions  and  other  financial  Interaedlarlei  legally  offering 
the*.    Thus,  solving  the  interest  rate  ceiling  probleas  and  ei^andlng  the  use 
of  transactions  accounts  will  necessitate  a  solution  to  the  Fed  Bsabershlp 

Any  solution  to  the  Federal  Reserve  problea  aust  preserve  the  principle 
of  voluntary  aeodiership.      Voluntary  Mabershtp  is  i^nrtant  in  the  syataa  of 
checks  and  balances  preventing  undue  cancfiiiraiion  of  regulatory  ponr  iiitliln  a 
single  agency  at  the  Federal  level  and  Is  an  liportant  underpinning  of  the 
Independence  of  the  Federal  Reserve.     Ne  feel  that  voluntary  ■■Jierahlp  can  be 
preserved  xlthin  a  fraaeiiork  that  allotis  the  Federal  Reserve  to  set  unlfoiB 
reserve  requlresents  for  the  transaction  deposits  of  all  depository  inatitutiou. 
One  this  ability  to  influence  the  level  of  reserves  on  transaction  accounts  Is, 
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•itsbllchad,  tiro  thloii  ara  neca*»Ty  to  pTe*arv«  truly  voluntar]'  H^enhip, 
Firft,  mm-aaBtxT  iiutitutiois  mist  be  allcMtd  to  hold  their  required  resarvai 
in  the  form  of  vault  cash  and  deposits  at  conHTclal  banks  or  In  the  tora  of  ■ 
pledied  assets  acceptable  to  the  Fed.  Second,  the  burden  of  M^ership  should 
be  reduced  significantly  to  preserve  this  as  a  viable  option  for  deposltoiy 


He  believe  that  Federal  Reserve  efforts  to  control  the  ■one]'  supply  will 
be  frustrated  in  the  long  run  unless  there  Is  a  significant  raduction  in  the 
cost  of  reserve  raqulreaents.     The  conclusion  to  be  dram  froa  the  Federal 
Reserve's  experience  in  recent  years  should  be  clear;  when  the  central  bank 
iqnses  excessive  costs  on  B^dieT  institutions  in  an  effort  to  control  the 
■oney  st^ly,  a  larger  portion  of  financial  transactions  takes  place  outside 
of  those  aenber  institutions  tdiere  they  are  less  subject  to  Federal  Reserve 
influence.     Imposing  excessive  costs  on  non-ssaber  banks  will  lead  to  *  larger 
portion  of  financial  transactions  taking  place  at  non-bank  institutions  iriiich  aay 
result  in  adecrease  mther  thn  ai  imreBse  in  the  Federal  Reierve'i  ability  to 
control  the  ■Miey  siqiply.     However,  a  significant  reduction  in  the  burden  of 
Federal  Reserve  Beabership  will  likely  lead  to  an  increase  tn  Msbership  or  st 
least  prevent  further  decline  in  aeabershlp  froa  endangering  the  Federal 
Reserve's  ability  to  control  the  noney  si^iply.     Since  the  creation  of  the 
Federal  Reserve,  there  has  been  close  negative  relationship  between  the  burden 
of  Beabership  and  the  percentage  of  deposits  at  aeiber  banks ._      This  relation- 
ship leaves  little  doubt  about  the  effectiveness  of  reducing  the  aediership 
burden  in  solving  the  aeabership  probtca. 

The  burden  of  Federal  Reserve  aeabership  could  be  reduced  in  several  ways- 
First,  reserve  ratios  could  be  reduced  significantly.     Second,  aeaber  banks 


jbyGoogle 


could  be  allOHed  to  bold  &  poition  of  thslr  Tciervsi  In  ths  toim  of  plodgad 
sssat*  acceptable  to  the  Fad.     Finally,  reierve  requiraaants  on  tlM  and 
savlnts  deposits  sbould  be  ellKlnacad.     None  of  these  changai  would  andanier 
the  Fadersl  Reserva's  aonetary  cootTOI.     In  fact,  b/  praaattiic  aeaberahlp  In 
the  Federal  Heaerve,  these  chanias  would  result  in  lacraisad  control. 

Like  the  solution  to  the  Interest  rate  ceiling  problaa,  the  solution  to 
the  Federal  Reserve  problea  aust  be  phased  la  gradualljr  to  allow  f 
Institutions  tl>a  to  leim  how  to  operate  in  titl* 
iitf  a  lO-year  phase-in  period  for  new  reserve  requires 

.^■'  requiroaents  should  be  phased  iji  as  rqiidly  as  is  consistent  with  Treasury 

, '"{!.  revenue  needs.     In  teraa  of  i^iact  on  the  Treasury,  the  phase-in  approach  1* 

''•^f  generally  consistent  with  revenue  considerations  in  other  propasals  curreMly 

^•l"  In  ths  Congress.     Host  iaportant,  it  avoids  the  serious  danger  of  peiBsnantly 

-'■^  linking  the  Federal  Reserve  Systea  to  Treasury  revenue  can*idei«tisna .    The 

^  folly  of  linking  these  two  l^Mrtant  areas  was  cleaity  deaonstrated  during  the 

post-Vorld  War  II  years  when  the  Federal  Reserve's  obligation  to  nqiport  sa 
m  artiflcally  pegged  level  of  govemaent  bond  prices  undeialned  its  control  of 

the  aoney  siqiply,  resulting  in  the  infUtionary  explosion  of  those  yean. 

Conclusion 

le  believe  that  the  tlae  has  coae  to  begin  changing  the  rules  governing 

.dual  depositor  and  the  saall 

lelieve  that  the  packa^a  of 

iacrtaiDatlca  agalnit  taall 
types  of  finaacial 


our  financial  systea  so  it  better  serves  the  indlvl 
saver.  Such  a  change  aust  take  place  in  ■  careful: 
establishes  coqietltive  balance  between  financial 
Fedeial  Reserve's  control  of  aonetiry  policy.  He 
policies  we  hsve  spelled  out  above  will  eliainate 
depositors,  ensure  coqietitlve  balance  between  dil 
institutions,  provide  the  Federal  Reserve  with  enhanced  ability  i 
Boney  supply,  and  l^rove  the  efficiency  of  the  payaents  aachanli 
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racapltulate  tlut  package  Includes 


institution*  offsrlng  lucH  a 

reierve  ratio  on  tnniactlaii  daposlti  and  tc  the  saw  Intersit 

callings  on  all^  typas  of  accounts. 

A  gradual  incceise  crver  tiac  In  all  interest  rate  ceilings  on  tiaa 
and  savings  deposits  and  all  usurj'  ceilings.     The  int(r*at  rite 
differantial  of  ttiase  accoinits  oould  b*  ellalnated  as  the  rate  ceilings 
Hera  Increasad.     Tlirift  Institutions  oould  be  given  additional  easet 
pooers  such  as  the  ability  to  offer  variable  rata  aortgagea. 

Extension  of  reserve  requiresents  set  by  the  Federal  Reserve  to 
transactions  deposits  at  all  institutions.      Non-asder  Institutions 
would  be  allcmed  to  hold  their  reserves  In  the  fora  of  vault  cash  or 
deposits  at  co^Hrcial  banks  or  as  pledged  assets  acceptable  to  the 
Federal  Reserve.     Heabei  institutions  would  b«  illwed  to  hold  a 
substantial  portion  of  reserve  in  the  fora  of  pledged  assets 
kcceptable  to  the  Fed.     Reserve  requireaants  on  tlae  and  savings 
deposits  nuld  be  eliminated. 


He  look  forward  to  further  discussion  of  our  proposal  ind  are  eager  lo 
k  with  the  Co^d.ttee  to  devise  satisfactory  solutions  to  theae  pmblaas. 
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5-25  percsiC   in  ><htHChuietts. 

Mot  permitted  until  July  22,   1968;   the  celltnq  (ubwquently  m*  5  percmt 
In  areas  that  had  a  5  percsil   rate  cr  r^ular  accounti,  providing  thqr  vcrc 
not  ottering  5-25  percent  certificates. 

5>5  percsit   in  Itaiuchuietti. 

Hot  pennilted. 

Mlninun  balance  SI. 000. 

Minlnunbalanci 


Mlninum  balance  $5,000  for  58 
tavinfli  banks  otfered  sliMlai 
'•m.t  permitted. 


acnlng  over  6  percoit  were 
s  vlth  IcMcr  mlninum  balance 
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CONSENSUS  S 

Jlwrinn  Bankers  Assoclatian  Friday,  ^rfl  27.  1979 

LMdtrsMp  Confcrenca 


I  Prtitryinq  the  princlpl«  nf  uoltintarji_Fe*ersl  Bewrw  ipenbtnnlp  \i  pstentt 
Minttninec  of  inc  ctnlririanii'',  i ndbpendence  and  ilrBngfti/'Cwmitoeni  to  tliU 
prtnciple  Msi  rcafflrned  by  400  txnkcn  from  Clie  acra!s  the  nution  oho  (iiirtlclp* 
ABA  Banking  Leadership  Conference  Int  week.  The  banking  leaden  reviewed  thtir 
PMltfon  on  the  federa"  Reserve  tsiue  In  tne  llgfit  of  development!  -over  Uie  past  tm 
nonns,   1iKl<idin4      rtcen    U.S.  A|)peaU  Court  dec    1  an  -which  would  make  banks'  autOMtfC 

ransfer!  from  savinijs  to  -cteclilng  jerounti    SlLi     remote  -service  units  mS  credit  wiloiM" 
Share  drafts     Heqal  at  of  neit  .lanuarr  -unless  Congress      ten  the  situJIion. 


financial    instituti 

House  Banking  Comilt^i!  Ifi  ea    . 

that  the  Federal   deserve     5S«e 


Interest  on  checking  accounts  by  all   typai  of 
id  li;  neaber;  o'  'Congress.     And  although  to* 


ividing  In  effect 


The  banking  leadej^  concluded  that  these  cl rcumstinees  have  ei 
address  once  again  several   issues  which  Ire  of  paramount  concen 


I        ?a  close  the  interest   rate  gap  which  dl! 


I        JOidaresi^the  jillght  jif  ifuj.l   sj.vers  and  to  Nip  cjose  the  Interett  rate  gap,  banlieri 

rate  ceilings  on  savings  anrt  time  Oprio^lts  C*  Increased  ■ethodicatly  in  a  series  of  IttM 

over  a  period  of  perhaos   Un   <o  ten   .imt-s  until   the  ceilings  becow  true  ceilings  rather 

than  rates  actually  pa ■■:  u.  ■'.■  ■..\.:r,- 

However,  the  bank.r  ■.■Lngosi  terms  that  the  Congreii  and  the 

Federal   Financial   Instiiut  r ,l./.c  i     shoulfl  study  the  effects  of  present 

Ate  usury  ceilings   in  ihr  proposed  now  ■■  ,.f.dn.^(i     and     nitiate  legislative 
Hconnendallon^  dealing  with  the  (irolik™  ■  ■   uti.r,  r.ei   ing^  within  one  year. 

the  banking  leaders  as  an  lapcrtant  tflmenslon 
equal  treatacnt  for  alt  financial  Initltutltmi' 
ill   rlnancial   Institutions  while  ulntalntng 
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tht  FtdanI  Rcstni*  aiubldli  t  Milfon  reqiHrtd  rtttm  ntic  on  it1  tranictloa  acei 
It  ill  fininctil  IntcniMfarfci  Injalljr  otftrin^  inch  iccowitt.  Trinuctlwi  iLUWWtl 
defined  as  any  account  fnm  or  through  ■hteh  *  payment  aay  b«  «de  to  a  thiri  party  tl 
Wiy  type  of  tnltnaent  or  actton 


,j  on  lanlrm  inJ  ttia  dcpoittt  ar«  Mt  noet' 
IThfUld  be  e1<B<njUil.     State  aulhoHtItt  i' 

I  on  transaction  account  depMlti,  non-FM 


for*  of  pltdgri  aiieti  aceoptabli  to  tko  M. 
T  bantt  thould  be  geivlttM  to  aeet  a  lubitantlal  portion  of  tlitir  fMora 
nqulreaentx  by  pledging  at  Federal  teserve  Bants  assets  acceptable  to  the  Federal  Ikterw. 
Theu  changes  should  be  ptiased  In  over  a  ten-year  period. 

tltutloM  Dltli  transaction  accounts  subject  to  Fad  reHrm 
.  e  access  to  Federal  leservc  senrlcet,  and  tuch  Mrvlcei  tkaeM 
be  priced  (iplleltly,  possibly  Including  Fed  float. 

The  Federal  Reserve  shovld  be  luthorlied  to  collect  all  data  neceaun'  tn  the 
fonulttion  and  laplcaentitlon  of  monetary  policy  fro*  alt  depoittory  Imtltutioat. 

f       The  fwteni  Reserve  currently  has  auttwrlty  to  take  a  nwbar  of  itept  to  rad>M  Um 
financial  burdens  of  Fe^  mai^rshlp  and  should  do  so  aipedltlausly.  the  banting  laadan 
declired.     For  eiMple.  the  Fed  could  reduce  required  reserve  ratios  to  their  itatntory 
■InlBUBSi   redefine  the  reserve  city  clan  to  include  only  bants  Mlth  total  net  datad 
deposits  of  11  billion  or  more  and  indei  this  deposit  leveli  potilbly  paralt  a^bor 
bank*  to  wlntaln  a  portion  of  their  required  reserve!  In  the  fora  of  HCurltlci  ittitk 
^n  eligible  as  coHiUril  at  the  discount  Hlndou;  pervit  fleilble  ate  «r  the  diacawt 
Vndow;  and  iavrove  the  quality  of  the  services  idilch  the  Fed  provides  to  Itt  HMMr  bMkl. 

«The  banliing  leaders  also  sUted  that  the  Feikral  RMorve  Imm  itauld  be  c«mat*r«<  ' 
n  the  conteit  of  the  broader  financial  refom  which  they  advocate.     If  only  caMBrclal 
baiU  are  to  be  arfected  by  legislative  propoMli  dealing  ulth  the  Fed  liiM.  than  UM 
banking  leaders  would  T«arf1ra  their  February  1979  potltlen.     That  posltlso  calll  for 
reducing  Fed  required  reserve  ranges  tubstantlilly,  iTloxlBg  the  Fed  !«  control  raaan* 
levels  only  for  Fed  aeriier  bank*  and  alloMlng  the  firtt  110  ■llllon  of  aacli  Fad  Hrtar 
bank's  reserve  balances  to  generate  Incoaa  at  a  rate  equal  to  the  Fcd'a  portfelto  riM. 
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Chainnan  St  Gcbmain.  Thank  you,  Mr.  Ferkius,  and  if  the  panel 
would  bear  with  us,  despite  the  fact  that  there  weren't  supposed  to 
be  any  votes,  there  is  a  vote,  a  very  important  vote  to  approve  tlie 
journal  of  yesterday's  proceedings.  The  Kepublic  will  not  survive 
without  our  approvine  that  journal  on  a  record  vote,  and  we  would 
ask  your  indulgence  wnile  we  go  over  to  cast  that  very  important  vote. 

We  will  return  as  expeditiously  as  possible  to  proceed  with  the 
questioning  of  the  panel. 

[Recess,  J 

Chairman  St  Germain.  The  subcommittee  will  come  to  order. 

We  have  with  us  this  morning— he  has  been  in  attendance  at  all 
the  hearings— a  distinguished  member  of  the  subcommittee  from  the 

Feat  State  of  Georgia,  and  in  deference  to  that  great  State  of  Georgia, 
would  like  him  to  begin  the  questioning  of  the  panel  this  morning. 
Mr.  Barnard. 

Mr.  Babnabix  Thank  you,  Mr.  Chairman. 

Starting  off  this  morning  is  a  very  dubious  honor. 

I  am  sure  the  best  is  yet  to  come.  I  want  to  take  this  opportunity 
to  welcome  all  of  you  on  the  panel  here  this  morning  and  tnauk  you 
for  the  testimony  that  you  have  put  into  the  record  and  presented 
orally  on  this  very  important  and  timely  subject,  and  I  would  also 
like  to  take  this  opportunity  to  commend  our  chairman  for  his  alert- 
ness in  bringing  this  matter  to  the  fore  at  a  time  when  the  courts  have 
determined  that  Congress  needs  to  act.  He  has  certainly  been  very 
perceptive  in  bringing  this  bill  to  the  hearing  stage. 

The  reason  this  Hearing  has  taken  a  number  of  years  to  develop, 
I  believe,  1934,  was  when  the  National  Credit  Union  Act  was  passed. 
Even  before  that  the  savings  and  loans  began  and  many  years  before 
that,  the  banking  institutions  began  to  develop. 

Mr.  Hollihan,  1  am  interested  to  know  whether  you  and  Mr.  Hellie 
feel  that  we  have  come  to  a  time  when  financial  institutions  have  lost 
their  original  characteristics  and  are  all  serving  the  same  customers 
and  the  same  services. 

What  is  your  feeling  about  this  development  ? 

Mr.  Hollihan.  Mr.  Barnard,  we  believe  that  there  are  many  dis- 
tinguishing characteristics  and  differentiating  elements  among  the 
financial  institutions  now. 

During  i-ecent  years,  the  powers  of  credit  unions  have  been  greatly 
expanded  by  the  action  of  the  Congress.  It  has  enabled  credit  unions 
to  extend  service  to  a  greater  degree  to  the  members  of  Federal  credit 
unions,  by  being  able  to  offer  charge  accounts,  Visa  accounts,  and 
going  into  the  30-year  mortgage  loans. 

Basically  we  are  still  serving  the  consumer  members.  We  are  not 
into  commercial  operations,  we  are  not  in  conflict  with  the  banks  in 
this  area.  We  are  not  into  trust  accounts.  So  there  are  these  differ- 
ences which  do  exist ;  in  addition,  in  some  respects  we  are  competing 
in  a  different  market. 

Mr.  Barnard.  As  you  have  developed  in  the  last  several  years  do  you 
foresee  that  there  will  not  be  any  interest  into  getting  into  the  lock 
box  business  or  trust  business,  or  automatic  tellers  and  so  forth! 

Mr.  Hollihan.  Well,  of  course,  credit  unions  are  now  in  the  safe 
deposit  box  activity,  and  have  remote  teller  facilities.  These  are  opera- 
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tional  now.  I  have  not  been  aware  of  any  great  interest  in  trust  ac- 
counts or  getting  into  tlie  commercial  field,  and  by  law  we  are  restricted 
from  that. 

Mr.  Barnard.  Mr.  Hellie,  what  is  your  response  to  that? 

Mr.  Hellie.  Mr.  liarnard,  we  don't  think  that  tihe  services  offered 
necessarily  delineate  the  tvi)e  of  institution.  We  think  there  is  still  a 
uniqueness  and  distinct  dirference. 

For  example,  the  profit  motive,  the  attitude  of  operation.  We  just 
believe  that  there  ai'c  certain  things  that  the  banks  should  do  that  no 
one  else  should  do.  We  do  not  consider  transactions  accounts  one  of 
those. 

Mr,  Barnard.  What  ai-e  some  of  them  that  you  feel 

Mr.  Hellie.  Well,  I  think  it  would  be  a  fatal  mistake  for  credit 
unions  or  savings  and  loans  to  think  that  they  could  or  should  attempt 
to  duplicate  the  banking  system.  We  can  ill  afford  that,  and  the  coun- 
try can  ill  afford  that.  The  banking  system  is  in  place  and  offers  us 
services,  and  we  work  together  on  that. 

Mr.  Barnard.  Yesterday  we  had  the  testimony  of  the  U.S.  Savings 
and  Loan  League,  and  they  were  interested  in  some  additional  services 
like  issuing  capital  notes  and  things  of  that  kind. 

Do  you  think  that  your  credit  unions  would  ever  be  in  the  position 
to  want  to  move  into  that  field  ? 

Mr.  Hellie.  I  doubt  at  this  point  that  there  is  much  need  for  th^ 
Congressman.  There  are  now  additional  regulatory  advantages  fnvea 
to  us  in  the  savings  certificate  area,  and  in  the  account  area.  W^e  nsve 
less  structure  in  our  account  arrangement,  and  we  have  greater 
flexibility. 

Mr.  Barnard.  Mr.  Perkins,  what  is  your  comment  on  tliat  question! 

Mr.  Perkins.  I  am  glad  to  have  an  opixirtunity  to  comment  on  this, 
Mr.  Barnard. 

I  disagree  verv  stronglv  that  we  are  not  in  the  same  field.  We  are  all 
in  the  consumei*  business.  There  seems  to  be  this  implicit  statement  that 
the  banks  aio  in  something  that  is  separate  from  that.  The  fact  is  there 
are  o\'cr  14,000  commercial  banks.  Most  of  them  are  competing  head 
to  head  very  strongly  with  credit  unions,  savings  and  loans,  and  mutual 
savings  banks,  for  the  consumer's  dollar.  This  is  exactly  the  point  that 
we  are  trying  to  make — the.se  institutions  are  becoming  more  alike, 
particularly  in  the  consumer  field. 

Wo  are  serving  the  same  markets,  wo  aie  offering  roughly  the  same 
services.  We  support  extending  individual  transaction  account  powers 
to  noncommercial  banking  institutions,  as  proposed  by  this  legislation. 
This  will  make  the  various  types  of  de[)Ository  institutions  more  and 
more  alike ;  therefore,  there  ought  to  be  an  equal  playing  field. 

Specifically  we  ought  not  to  penalize  9i  million  bank  sa^-ers  by 
prohibiting  thoni  hy  law  from  receiving  the  same  rate  that  the  savings 
and  loan  across  the  street,  or  tlu*  credit  union  in  the  plant  can  offer 
them.  It  is  just  that  simple. 

I  would  disagree  quite  strongly  that  we  are  not  in  the  same  field. 
We  very  much  are.  The  whole  consumer  field  is  a  very,  ^-ery  targe  field 
in  banking:  not  just  automobile  loans,  but  housing  and  everything 
else. 

Mr.  Barnard.  Mr.  Perkins,  in  your  testimony — and  due  to  the  limita- 
tion of  time,  I  will  have  to  skip  from  item  to  item — I  think  you  stated 
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very  emphatically  that  in  considering  the  leg^lation  that  is  before  us, 
you  feel  that  the  linkage  in  several  other  areas  is  not  only  important, 
but  vital. 

Is  that  correct  ? 

Mr.  Perkins.  Yes,  sir,  we  believe  it  is  impossible  to  separate  the 

Question  of  the  regulation  Q  ceilings,  the  penalty  to  savers,  the  dif- 
erential,  and  the  assumption  of  third-party  payment  powers  by  the 
noncommercial  bank  depository  institutions.  It  is  all  part  of  one  ball 
of  wax,  and  we  would  disagree  that  it  is  that  complicated  to  get  at. 

We  have  had  proposals,  as  I  have  mentioned  in  my  testimony,  on 
getting  lid  of  the  regulation  Q  ceiling  in  effect  by  ratcheting  up  the 
rate  over  time,  giving  institutions  time  to  adjust.  This  can  oe  done 
very  simply.  It  is  in  legislation  proposed  in  both  the  House  and  the 
Senate.  We  think  that  the  court  has  offered  a  magnificant  opportunity 
by  the  recent  ruling  on  interest -bearing  transactions  accounts ;  we  can 
do  something  gooJ  for  the  consumer — pay  him  an  equitable  rate  of 
interest  more  near  the  market  rate,  and  make  it  possible  for  him  to  be 
treated  fairly  and  equally. 

Mr.  Barxard.  Well,  liow  can  you  say  that  it  is  simple  wiien  we  have 
been  trying  since  last  fall  to  come  up  with  one  aspect  of  the  triumvir- 
ate, the  reserve  question  concerning  the  Federal  Reserve?  How  can 
you  say  that  we  are  going  to  do  all  three  of  these  things  by  September 
30?  It  just  can't  be  that  sunple. 

First  of  all,  we  can't  keep  our  liand  on  your  organization.  We  don't 
know  where  you  stand. 

Mr.  Perkins.  Well,  I  am  here  to  tell  you  where  we  stand. 

Mr.  Barnard.  Well,  let  me  give  you  the  record. 

On  August  4,  when  you  were  here,  you  told  this  committee  that  you 
though  that  universal  reserve  requirements  were  a  good  idea ;  but  on 
February  28,  still  representing  the  ABA,  you  told  us  that  universal 
reserve  I'equii-eiaonts  wa.s  a  bad  idea.  On  Friday,  April  27,  the  ABA 
came  out  with  their  latest  consensus. 

The  consensus  says  that  reserves  are  a  good  idea,  but  only  if  they 
would  allow  nonrneniber  banks  to  be  treated  differently  than  other 
banks,  and  so  forth  and  so  on. 

So  I  tell  you  it  is  exti-emely  difficult  for  us  to  come  up  with  any 
legislation  and  track  the  decisions  of  the  American  Bankers  Asso- 
ciation. 

Mr.  Perkins.  Let  me  say  on  the  universal  question,  there  have  been 
a  lot  of  statements  about  universal  reserves  that  aren't  really  universal. 

If  we  are  really  talking  about  universal  reserves,  by  which  we  mean 
applying  the  same  rules  to  the  same  kinds  of  institutions,  offering  the 
same  types  of  services,  then  I  think  we  are  for  them. 

Our  pi-oblem  is  where  something  is  labeled  universal,  but  as  a  prac- 
tical matter,  applies  only  to  commercial  banks.  For  example,  H.K.  7 
imposed  supposedly  universal  reserves,  but  there  were  reserves  on 
time  and  savings  deposits  of  commercial  banks,  and  not  reserves  on 
time  and  savings  deposits  of  thrift  institutions. 

Mr.  Barnard,  But  what  about  the  modified  version  of  H.R.  7  that 
came  out  in  the  latter  part  of  March,  that  treated  all  institutions  alike, 
except  for  emeigency  powers  on  savings  and  loans ? 

Mr.  Perkins.  I  believe  that  as  a  practical  matter,  when  you  got 
down  to  the  figures  yon  were  talking  about  some  600  or  700  com- 
mercial banks  that  would  be  affected,  and  the  rest  wouldn't. 
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Mr.  Babnasd.  Well,  let  us  try  to  resolve  one  issue  at  a  time,  and  I 
ttiink  we  are  uniform  in  agreement  with  the  fact  that  everybody  agrees 
we  ought  to  pay  interest  on  transaction  accounts. 

Mr.  Perkins.  Tes ;  but  our  problem  is  that  if  we  go  to  interest  Ml 
transaction  accounts,  commercial  banks  are  really  the  only  ones  af- 
fected. They  have  the  only  transaction  accounts  except  for  a  limited 
number  of  transaction  accounts  in  the  thrifts.  To  have  transactions 
powers  given  to  the  other  institutions  without  equalizing  the  rate  that 
we  can  pay  to  savers  so  that  wc  can  compete  effectively  just  isnt 
equitable,  and  isn't  fair  to  those  savers  who  choose  to  save  in  commer- 
cial banks. 

Mr.  Babnabd.  That  is  the  third  leg  of  the  stool,  the  one  we  have  to 
get  to  next,  but  let  us  get  to  reserves  first.  I  would  like  to  develop  that 
just  a  little  bit  further. 

If  I  was  willing  to  support  a  bill  which  goes  a  long  way  toward 
meeting  the  proposals  of  the  American  Bankers  Association,  I  am 
just  wondering  today  if  you  could  give  us  some  assurances  that  your 
powerful  association  would  be  willing  to  bend  just  a  little  in  ironing 
out  a  compromise. 

Mr.  Perkins.  Mr.  Barnard,  we  are  always  willing  to  look  at  some- 
thing that  will  accomplish  tlie  public  purposes  that  you  want  and 
that  we  want.  You  will  appreciate  that  in  representing  a  large  or- 

finization  as  I  do,  I  cannot  make  a  commitment  of  that  type;  but 
think  you  will  find  that  in  the  consensus  that  came  out  of  our  spring 
meeting,  there  was  a  series  of  moves  toward  some  of  the  poeiticMis 
you  are  talking  about  and  we  are  certainly  willing  to  take  a  pnMnpt 
look  at  your  proposal. 

As  a  matter  of  fact,  our  government  relations  council  meets  next 
week  here  in  Washington. 

Mr.  Barnaro.  Well,  I  am  thinking  of  a  proposal  that  would  follow 
your  consensus  of  April  27  very  closely.  This  would  put  reserve  i*- 
quirements  on  demand  deposits  of  all  depository  institutions  which 
have  more  than  $35  million  in  transaction  accounts.  This  propceal 
would  eliminate  resen'c  requirements  for  time  and  savings  deposits, 
except  for  short-tprm  nonconsumer  type  deposits  which  throu^  caflb 
management  techniques  can  be  used  as  a  close  substitute  fortransacti<Hi 
accounts. 

It  would  not  allow  reserve  requirements,  however,  to  be  kept  with 
large  correspondent  banks  bocau^p,  as  you  know,  and  as  almost  all 
economists  have  testified,  that  that  would  be  an  unsound  practice 
and  would  not  give  the  Federal  Reserve  the  control  that  it  needs  oa 
mtmetary  policy. 

The  idea  of  keeping  nonmember  reserves  in  correspondent  banks 
would  not  only  put  the  Congress  in  a  position  of  soliciting  funds  fw 
the  large  correspondent  banks,  but  also  would  certainly  be  perverting 
tho  interest  of  the  Fed  and  what  they  are  doing.  This  bill  I  am  con- 
sidering would  price  Fed  services  and  charge  for  float  which  the  ABA 
has  already  agreed  is  desirable.  These  tentative  provisions  of  a  re- 
serve bill,  would  you  go  along  with  that? 

Mr.  Perkixs.  I  tlnnk  1  would  have  to  stand  on  my  statement.  There 
are  a  number  of  those  provisions  which  I  would  support  strongly; 
there  are  some  of  them  that  are  perhaps  in  some  contradiction  to  our 
current  policy  that  would  have  to  be  reviewed  as  an  association  matter. 
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If  I  might,  Congressman,  I  would  like  to  ask  Bob  Reoner,  the  chair- 
man of  our  12,00U-member  Community  Bank  Division,  to  comment 
on  the  exemption  question  you  raised,  which  has  been  a  stumbling 
block  with  us. 

Mr.  Renner.  Well,  Mr.  Barnard,  the  exemption  is  going  to  be  a 
problem.  Even  though  tiie  little  banks  are  exempt,  they  are  afraid  of 
it  because:  first,  they  view  it  as  a  device  to  split  the  industry  and 
second,  the  exemption  at  some  point  in  time  would  need  to  be  changed. 

I  guess  the  tiling  that  concerns  me  personaily  is  that  if  the  Fed 
needs  control  of  transaction  accounts  for  monetary  control  purposes, 
exemptions  would  frustrate  this  control  by  permitting  a  proliferation 
of  small  banks,  credit  unions,  savings  and  loans,  who  will  never  oome 
under  tliose  reserve  requirements. 

We  are  also  going  to  put  the  burden  upon  just  a  few  banks:  I  think 
it  figures  out  to  something  like  510  banks  in  the  country  out  of  some 
14,000  banks,  4,700  savings  and  loans,  and  22,000  credit  unions,  we 
are  going  to  put  the  burden  on  about  510  banks  to  carry  reserves. 

I  don't  think  long  range  it  is  the  proper  solution. 

Mr.  Barnabd.  What  do  you  think  the  solution  would  be! 

Mr.  Eenner.  1  think  the  proper  solution  would  be  to  have  reserves 
on  all  transaction  accounts.  The  Fed  has  stated  tliis  is  where  tlie 
problem  is  as  far  as  carrying  out  monetary  policy,  and.  so  if  we  have 
reserves  on  transaction  accounts,  we  should  Be  able  to  solve  the  mone- 
tary control  problem. 

Mr.  Barnahd.  Membership  has  not  been  mentioned  this  morning,  so 
we  are  not  talking  about  invduntary  membership. 

Well,  Mr.  Perkins,  1  think  this  can  show  you  right  here  why  it  is 
difficult  for  members  of  this  committee  to  come  up  with  a  bill  uiat  is 
as  simple  and  easy  and  quick  as  you  might  propose. 

All  of  these  are  very  sensitive,  important  issues  affecting  a  lot  of 
financial  institutions,  so  unless  we  could  get  a  consensus  we  will  not 
be  able  to  do  anything,  and  yet  here  we  have  two  segments  of  the  ABA, 
that  are  not  in  agreement. 

Mr.  Perkins.  I  wouldn't  necessarily  say  that,  but  I  think  we  are  a 
lot  nearer  consensus  than  we  were. 

Mr.  Barnard.  Well,  how  do  you  feel  about  the  exemptions,  since  you 
are  representing  a  big  bank  ? 

Mr.  Perkins.  Wefi,  I  would  share  Mr.  Renner's  view.  We  have  been 
working  on  these  issues  now  for  several  years,  Congressman.  You  may 
recall  the  Financial  Institutions  Regulatory  Act  was  a  very,  very 
complicated  issue,  but  you  people  brought  it  together  in  the  last  hours 
of  Congress  aft«r  a  couple  years  of  consideration. 

These  issues  are  no  different.  In  fact,  they  have  had  even  more  con- 
sideration in  the  last  few  years,  so  that  I  think  we  are  coming  nearer 
that  time  when  perhaps  it  isn't  as  complicated  as  one  might  think. 

Mr,  Barnard.  Well,  your  counterpart  of  the  United  States  Savings 
and  Ijoan  Ijeague  testified  here  yesterday,  and  they  are  completely  op- 
posed to  this  bill.  They  don't  want  interest  on  transactions  accounts 
because  they  know  what  the  other  question  is  going  to  be :  Will  the 
differential  be  removed  ?  And,  of  course,  that  is  what  the  ABA  wants. 

So  I  would  say  that  we  are  dealing  with  a  very  complicated  problem. 

Mr.  Perkins.  Of  course,  I  would  take  the  view  that  I  believe  most 
of  the  members  of  your  committee  would  share,  that  we  are  trying  to 
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do  something  for  the  saver  and  something  for  the  consumer  here;  it 
just  seems  to  us  it  is  unfair  to  the  saver  and  the  consumer,  and  not 
good  public  policy,  to  oppose  paying  small  savers  a  more  fair  and 
equitablo  i-ate  of  interest. 

Mr,  Barxard,  Well,  I  certainly  can't  take  issue  with  that. 

Mr.  Kenner,  the  reason  for  the  exemptions  was  to  offset  the  ability 
of  larger  banks  to  use  Fed  funds,  repos  and  other  methods  of  sophisti- 
cated transactions  in  ways  which  tlie  smaller  banks  have  not  been  able. 
We  are  looking  at  this  from  the  standpoint  of  equity  more  than  any- 
thing else. 

I  just  wanted  to  explain  that  to  you,  because  if  we  see  fit  to  intro- 
duce or  to  modify  H.R.  7,  which  is  very  possible,  we  certainly  would 
like  the  ABA — and  we  are  following  tlie  ABA's  consensus  as  closely 
as  possible — to  cooperate  on  that  aspect  of  it. 

Mr.  Bexner.  We  appreciate  it,  and  certainly  want  to  work  with  you 
to  the  extent  we  can,  sir. 

Mr.  Barxahd.  I  yield  back  the  balance  of  my  time.  [Laughter.] 

I  was  judging  the  time  by  yesterday,  Mr.  Oiairman. 

Chainnan  lSt  (Jermaix,  Mr,  Wylie? 

Mr.  Wyue,  Thank  you  very  much,  Mr,  Chairman. 

I  would  like  to  have  each  member  of  tlie  panel  respond  to  this  ques- 
tion, I  think  one  of  the  very  crucial  questions  to  this  legislati<»i  is 
should  there  bo  a  distinction  between  NOW  accounts  and  transaction 
accounts  ? 

Mr.  HoUihan,  would  yoii  like  to  start? 

Mr.  McCoxxELL.  If  I  might  answer,  Mr.  Wylie. 

It  appears  to  us  from  the  discussions  that  have  been  undertaken  and 
from  tnc  legislation  that  while  a  NOW  account  is  a  type  of  transaction 
account,  the  general  discu-ssion  appears  to  cover  share  drafts,  NOW 
accounts,  payment  ordera  for  savings  and  loans,  and,  of  course,  checks, 
and  we  are  discussing  a  distinction  without  a  difference. 

Mr.  Wyi.ie.  Well,  I  went  through  this  with  two  other  panels.  If  you 
offer  NOW  accounts,  you  leave  the  option  that  you  could  delay  a  with- 
drawal from  the  account  for  a  10-,  20-,  or  30-day  period. 

Mr.  McCoNNELi^  That  is  correct,  sir. 

Mr.  Wtlie.  Which  is  not  present  in  the  transaction  account. 

Mr.  Mc('osNKij„  That  is  corretrt,  sir.  but  it  has  not  been  exercised. 

Mr.  Wyue.  Well,thcn,  should  there  be  a  distinction ?Ju.st  call  them 
all  the  same  ^ 

Mr.  McCoxXEi.i,.  I  think  we  could  concur  with  that. 

Mr.  Wylie.  Is  there  any  difference  in  the  cost  of  administering  a 
NOW  acocunf,  and  a  transaction  account! 

Mr,  McCoxNEM„  Mr,  Wylie,  because  our  experience  has  been  ex- 
clusively with  share  drafts.  I  dont  think  we  are  qualified  to  comment 
on  that. 

Mr,  Wylie.  Would  you  want  to  coment  on  it.  Mr.  Ilellie? 

Mr,  Hellie,  I  would  like  to  call  on  Mr.  Williams  who  has  substan- 
tial experience,  in  that  area,  Mr,  Wylie. 

Mr,  Williams.  Basically  the  only  difference  is  that  credit  imionn 
tnmcate  share  drafts.  The  average  cost  comparison  between  checking 
account  type  transactions  runs  about  3+  cents  an  item,  and  the  National 
Credit  Union  Administiation  has  determined  that  the  cost  for  process- 
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ing  a  share  draft  is  17  cents  per  item,  and  that  is  primarily  due  to 
truncation. 

Mr.  Wylie.  Mr.  Perkins,  what  I  am  attempting  to  draw  a  distinc- 
tion between  here  now  is  whether  a  NOW  account  is  a  demand  deposit 
account  or  whether  there  is  a  time  involved. 

Mr.  Perkins.  Can  I  comment  on  a  couple  of  aspects  of  this,  Con- 
gressman? 

You  recognize  that  when  we  talk  about  transaction  accounts  in  finan- 
cial institutions,  except  for  the  NOW  accounts  or  the  share  draft 
accounts,  which  are  relatively  limited,  although  the  numbers  arc  grow 
ing  rapidly,  we  are  really  talking  about  demand  deposits  of  banks. 

Our  position  is  very  simple:  We  think  that  interest-bearing  third- 
party  transaction  accounts  should  be  either  in  the  form  of  NOW  ac- 
counts or  the  automatic  transfer  accounts.  We  think  that  it  should 
apply  to  household  accoimts,  not  to  all  demand  deposits  at  this  time. 
We  believe  that  a  transition  period,  a  learning  period  is  needed,  such 
as  you  provided  in  New  England  when  you  granted  NOW  acounts 
up  there.  At  some  later  day  perhaps  it  should  be  considered  whether 
to  go  beyond  that,  to  include  corporate  business,  government,  other 
types  of  institutions;  but  that  would  be  a  very,  very  major  upheaval 
in  the  banking  industry. 

We  Iwlieve  prudence  would  dictate  confining  ourselves  now  to  the 
NOW  accoimt  concept  or  the  automatic  transfer   for  households. 

I  would  like  Mr.  Renner  to  comment  on  this  30-day  waiting  period, 
and  the  problem  you  mentioned. 

Mr,  Kenner.  I  would  agree,  Mr,  Wylie,  that  there  is  a  difference  be- 
tween a  demand  account  and  a  NOW  account,  and  I  don't  think  we 
are  being  honest  with  the  consumer  if  we  don't  in  fact  remove  the  30- 
day  provision.  As  has  been  said  yesterday,  and  again  today,  it  has  never 
been  invoked,  and  I  don't  think  that  the  consumer  really  understands 
that  that  30-day  provision  is  there.  If  you  eliminate  the  30-day  pro- 
vision, you  eliminate  the  distinction  between  a  NOW  account  and  a 
transaction  account. 

Mr.  Wylie.  Well,  that  is  the  sole  issue,  the  point  being  what  if  a 
thrift  or  a  financial  institution  that  had  a  share  draft  or  a  NOW 
account  decided  to  invoke  (lie  requirement  during  the  period  of  tight 
liquidity?  Would  that  have  a  tendency  to  lessen  confidence  in  the 
financial  institution? 

Mr.  Renner.  Well,  I  think  it  would.  I  would  have  to  have  great 
admiration  for  the  head  of  any  institution  who  would  have  enough 
guts  to  do  that.  But,  yes,  it  would  not  only  have  an  impact  on  that 
institution,  but  all  other  institutions. 

Mr.  Wylie.  Now,  Mr.  Perkins,  Mr.  Barnard  got  into  the  question 
of  linkage  with  the  Federal  Reserve  membership  q^iiestion.  You  say 
you  think  reserves  would  be  necessary  on  transaction  accounts? 

Mr.  Perkins.  I  think  all  the  members  of  the  pane!  agree  that  equi- 
table iTServes  would  be  a  part  of  the  package. 

Ml'.  Wylie.  Voluntary  or  mandatory  ? 

Mr.  Perkins.  Our  prescription  would  be  that  the  Federal  Reserve, 
because  of  the  monetary  aspect  of  reserves  on  transaction  accounts, 
would  set  the  overall  level  of  reserves  in  consultation  with  the  other 
regulators.  The  reserves  themselves  would  be  held  in  various  forms. 
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cither  at  correspondent  banks  or  at  the  financial  regulator  of  the  other 
institutions.  If  the  head  of  the  Home  Loan  Bank  Board  wanted  to 
do  something  over  and  above  the  Fed  requirements,  he  could  do  so. 

Mr.  Wtlib.  But  the  consensus  view  of  the  American  Bankers  Asso- 
ciation was  that  the  Federal  Reserve  membership  should  be 
voluntary ! 

Mr.  Perkins.  That  is  correct. 

Mr.  Wtue.  So  I  would  assume  that  would  include  reserves  on 
transaction  accounts,  NOW  accounts,  that  would  be  done  on  a  volun- 
tary basis,  then  i 

Mr.  Eenner.  Mr.  Wylie,  the  membership  and  the  reserves  should 
not  be  joined  together.  We  are  talking  about  mandatory  reserves  on 
transaction  accounts,  but  voluntary  membership  in  the  Fed. 

Mr.  Wtije.  Well,  if  you  have  mandatory  reserves  on  transaction 
accounts,  but  voluntary  membership,  woulii't  that  encourage  finan- 
cial institutions  to  leave  the  Federal  Reserve  System? 

Mr.  Benner.  I  don't  think  it  would.  I  can't  see  that  if  membership 
was  voluntary,  that  you  would  have  a  great  movement  into  the  Fed 
from  nonmembeis. 

Mr.  pEKEiNS.  The  point  is  that  the  Federal  Reserve  would  still 
have  the  reserves  on  transaction  accounts  for  monetary  policy  pur- 
poses, which  has  been  the  thrust  of  the  whole  problem  of  the  de- 
clining membership. 

Mr.  Wylik.  Precisely.  But  why  are  members  leaving  the  Federal 
Reserve  System?  Because  it  is  too  expensive,  right?  Andwouldn*t  this 
increase  the  cost? 

Mr.  Perkins.  No.  The  cost  would  be  the  same  for  everyone. 

Mr.  Wtlie.  It  would  not  be  the  same  for  nonmembers. 

Mr.  Renner.  Well,  there  is  a  substantial  reduction  in  cost  for  pres- 
ent members  under  the  proposal.  You  see,  we  are  limiting  the  reserves 
on  time  deposits;  if  it's  assumed  that  the  reserves  on  transaction  ac- 
counts would  be  reduced  substantially,  the  burden  would  be  much  less 
than  it  is  now. 

Mr.  WruE.  Would  you  care  to  comment  on  that,  Mr.  McCoimelll 

Mr.  McCoNNELL.  I  believe  once  again  the  discussion  is  mainly  the 
question  of  reserves,  which  should  be  mandatory  on  all  institutions 
offering  identical  types  of  accounts,  such  as  provided  for  in  H.R  7, 
for  example. 

Mr.  Wylie.  Where  should  the  reserves  be  held  for  the  credit  unifflis  I 

Mr.  McCoNNELL.  We  would  like  them  to  be  held  in  the  coitral 
liquidity  facility,  as  the  regulator  would  determine. 

Mr.  Wyi-ie.  What  if  we  determine  that  they  should  be  held  at  the 
Federal  Reserve  ?  Would  you  still  want  to  share-draft! 

Mr.  McCoNNELL.  I  would  not  see  that  they  would  be  necessarily 
linked.  The  basic  issue  is  the  question  of  the  amount  of  reserves.  We 
would  certainly  prefer  them  at  the  CLF.  It  may  not  be  possible  to 
do  that. 

Mr.  Heixie.  Mr,  Wylie,  in  a  direct  answer,  if  you  decide  that  re- 
serves should  be  held  at  the  Federal  Reserve,  that  is  where  we  are 
going  to  hold  them,  but  we  do  believe  they  should  be  uniform.  Ah», 
we  strongly  support-  the  idea  of  some  exemption  for  small  institutions, 
whatever  type  they  may  be. 
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Mr.  Wtlib.  Should  there  be  a  mandatory  requirement  that  reserves 
be  held  against  transaction  accounts  and  NOW  accounts? 

Mr.  Hellie.  After  an  initial  exemption,  yes,  sir,  we  think  so. 

Mr.  Wylie.  Mr.  HoUihan,  do  share  drafts  and  NOW  accounts  really 
benefit  the  customers,  or  do  consumers  end  up  paying  more  for  the 
services? 

Mr.  HoLLiHAN.  I  think  it  has  been  demonstrated  very  clearly  that 
they  end  up  with  a  benefit  that  had  not  been  previously  available  to 
them  in  most  segments  of  the  country. 

For  example,  in  our  own  credit  union,  we  have  approximately  12,000 
share  draft  accounts.  The  drafts  are  issued  to  the  members  without 
cost.  They  are  earning  dividends  on  the  eligible  funds  in  the  account. 
We  have  no  service  charges,  no  minimum  balances,  and  it  is  very  cost 
effective  to  the  consumer  and  the  member. 

Mr,  Wylie.  Mr,  Perkins,  do  you  think  this  would  increase  the  cost 
of  money  to  borrowers? 

Mr.  Perkins.  In  all  honesty,  I'm  not  sure  how  the  cost  will  link 
over  to  the  borrowers,  but  obviously  there  are  costs  in  offering  a  third- 
party  transaction  account.  Those  costs  must  be  paid  one  way  or  an- 
other, and  there  will  be  some  increase  in  cost.  The  presumption  would 
be  that  the  extra  cost  would  be  made  up  either  in  service  charges  or  in 
the  cost  of  loans  to  the  borrowers. 

In  effect,  the  saver  would  get  a  return  on  his  money  more  near  the 
market  rate,  and  some  of  the  costs  that  the  saver  1ms  been  paying 
would  be  shifted  elsewhere. 

Mr.  Wylie.  Do  you  favor  money  market  certificates  of  smaller  de- 
nomination than  $10,000  and  less  maturity  time  ? 

Mr,  Renner.  I  would  like  to  see  the  minimum  removed.  What  I 
would  like  to  see  is  tlie  opportunity  to  offer  a  customer  one  account  on 
which  he  could  draw  third-party  payments  if  he  likes,  and  pay  him 
interest  on  it,  and  not  have  this  proliferation  of  all  the  accounts  we 
have. 

Yesterday  they  talked  about  disclosure.  It  is  almost  impossible  to 
disclose  everytliing  with  all  the  accounts  we  have. 

Mr.  Perkins.  In  other  words,  get  the  regulation  Q  ceiling  out,  and 
then  the  institutions  can  determine  what  to  pay,  based  on  market 
conditions. 

Chairman  St  Germain.  Mr.  Leach. 

Mr.  Leach.  Mr.  Renner,  it  strikes  me  that  from  your  perspective  as 
a  community  banker,  there  would  appear  to  be  a  competitive  disad- 
vantage for  you  with  credit  unions  and  savings  and  loans  not  having 
reserve  requirements  as  well  as  some  disadvantage  for  you  when  the 
large  international  banks  don't  have  reserve  requirements  on  funds 
held  in  the  Eurocurrency  market. 

Would  you  support  the  establishment  of  reserve  requirement  on 
Eurocurrency  funds? 

Mr.  Renner.  Well,  I  would  have  to  admit,  Mr.  Leach,  that  I  am 
not  that  knowledgeable  about  Eurofunds.  We  don't  have  any  in  oar 
bank,  we  haven't  dealt  with  them,  and  I  don't  feel  I  can  respond  to 
that  question. 

Mr.  Leach.  What  you  have  just  articulated  is  exasperating.  Euro- 
currency funds  are  held  by  a  few  large  banks,  essentially,  and  this 
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represents  a  distinct  competitive  advantage  for  those  larger  banks 
over  the  smaller  banks  in  terms  of  the  ability  to  use  funds  without  a 
i-esci-ve  i-equircment. 

And  tliis  fact  places  a  greater  burden  on  the  community  banker  not 
only  because  of  the  competitive  disadvantage  in  which  he  is  placed  but 
because  community  bankers  have  to  carry  a  lieavier  monetary  policy 
burden. 

I  would  like  to  ask  Mr.  Perkins  a  question  as  well,  m  a  little  different 
vein.  ,   . 

If  reserve  requirements  were  lowered,  as  you  are  proposing,  giving 
you  somewhat  greater  flexibility,  I  wonder,  wearing  your  hat  as  the 
president  of  one  of  the  greatest  banks  in  this  country,  if  it  would  be 
your  opinion  that  tliis  greater  flexibility  would  possibly  serve  aa  an 
impetus  for  your  bank  to  enter  into  new  and  imaginative  techniques 
for  purcliasing  fanidund  in  the  Middle  West. 

Mr.  Perkixb.  I  have  been  thinking  about  that  since  the  last  time  I 
talked  to  vou.  Congressman. 

Might  1  say  that  the  gi-cater  flexibility  in  those  funds  as  shown  by 
our  very  <letailed  studies  done  by  tlie  consultants  for  the  American 
Bankers  Association,  and  an  analysis  of  this  issue  at  great  length 
over  the  last  6  montlis.  it  is  very  clear  that  the  savings  to  the  bank 
would  be  largely  passed  on  to  the  users  of  banking  services,  our 
corporate  and  individual  accounts. 

There  might  be  some  lags,  but  over  time  it  is  quite  clear  that  this 
would  hapi)cn. 

I  might  just  SUV  on  the  Euromarkets  you  are  talking  about,  very 
large,  diverse-  world  markets,  and  it  is  not  something  m  which  the 
United  States  can  be  isolated.  It  is  a  very  broad  basic  international 
question  being  addressed  by  the  central  bankers  of  the  world. 

Mr.  LtiiVCii.  I  would  concur  that  any  legislation  not  addressing  tlus 
from  an  international  perspective  would  probably  be  a  mistake.  We 
are  talking  aliout  $860  billion  in  Eurocurrency  funds,  a  sum  of  money 
larger  tlian  the  budget  of  the  U.S.  Government,  and  also  a  sum  of 
money  comparable  to  all  deposits  in  American  banks. 

We  arc  talking  about  a  market  of  funds  growing  at  a  rate  of  25 
percent  a  year;  a  market  which  sen-e  as  a  major  force,  if  not  for 
instability,  at  least  for  nncei-tainty,  because  none  of  us  completely 
comprehends  the  meaning  of  this  unprecedented  situation. 

I  have  one  final  conmient.  As  you  point  out,  presumably  if  you  place 
reserve  requirements,  interest  rates  would  rise  for  borrowers.  As  it 
stands  now.  the  Eurocurrency  market  works  to  the  advantage  of  par- 
ticular borrowers  in  the  market,  which,  generally  speaking,  are  .two 
groups:  EurojHsan  borrowers  and  large  American  corporations.  So 
the  Kui-ocurrency  market  works  to  the  advantage  either  of  foreigners 
or  big  business. 

Coming  back  to  the  perspective  of  community  bankers,  their  great 
vested  intei-est  is  in  the  rural  and  smaller  elements  in  the  Nation's 
economy  and  every  time  you  give  an  advantage  to  someone  else,  by 
definition  it  means  a  disadvantage  to  the  others. 

Ml-.  Perkin-r.  Might  I  just,  comment  there  that  $860  billion  is  oaed 
all  over  the  world  by  lx>rrowers  and  lenders,  not  just  in  the  United 
States,  and  tlie  rates  on  that  market  tend  to  equate  to  the  rates  in  the 
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principal  money  markets  of  the  world,  including  the  United  Stataa. 

The  effective  cost  of  Eui-odoUars  right  now  is  about  equal  to  the 
effective  cost  of  certificates  of  deposit  or  commercial  paper  or  Federal 
funds  in  tlie  U.S.  market, 

Mr.  Leach.  Let  me  go  to  a  different  subject,  one  that  intrigues  me 
somewhat. 

Tn  the  summary  of  your  testimony,  Mr,  Perkins,  you  comment  that 
nonmember  institutions  should  be  allowed  to  hold  their  reserves  in  the 
form  of  vault  cash  or  deposits  at  commercial  banks  or  as  pledged 
assets  acceptable  to  the  Federal  Reserve,  There  is  a  distinction  here 
between  youi-  view  and  that  of  tlie  Fed's.  The  Fed  wants  reserves  held 
only  at  tlie  Fed. 

^Second,  if  they  are  acceptable  to  the  Fed,  the  key  question  becomes 
who  controls  the  decison  making. 

For  example,  this  legislation  specifies  reserves  can  be  held  withip  the 
Federal  Home  Loan  Bank  Board  System,  or  with  the  central  liquidity 
fund,  but  then  the  question  is  who  makes  the  decisions  on  the  size  of 
the  reserves  and  who  makes  tlie  decisions  on  how  tliose  reserves  can  be 
used. 

Would  you  care  to  comment  on  who  you  believe  should  have  the  ulti- 
mate responsibility  for  that  decision  and,  second,  whether  or  not  in 
your  judgment  the  reserves,  wherever  they  are  held,  should  be  held  in 
a  sterile  or  in  a  more  active  sense? 

Mr,  Renner.  Our  feeling  on  the  reserves  was  that  the  Fed  should  set 
the  rate  of  reserves  in  coordination  with  the  other  agencies. 

As  to  the  placement,  if  you  were  a  member  bank,  they  would  be 
placed  with  the  Fed.  If  you  were  a  nonmember,  you  could  place  them 
witli  a  correspondent. 

Our  feeling  also  was  that  there  should  be  some  type  of  investment  of 
reserves  in  earning  assets,  not  necessarily  a  sterile  reserve, 

Mr.  Leach.  Would  you  care  to  comment,  Mr.  Perkins  ? 

Mr.  Perkins.  Well,  I  was  just  going  to  say  your  decision  will  deter- 
mine the  overall  perspective  of  how  reserves  are  set,  and  we  would 
contemplate  that  the  Federal  Reserve  would  guide  the  level  of  reserves 
in  relation  to  monetary  policy,  with  the  other  regulators  doing  what 
they  please  over  and  above  that, 

Mr.  Leach,  Obviously  thei-e  is  the  legislative  framework,  but  you 
can,  through  regulation,  give  authority  to  other  bodies.  This  legisla- 
tion contemplates  civing  authority  directly  to  the  Federal  Home  Loan 
Bank  Board  and  the  National  Credit  Union  Administration.  The  point 
is  that  you  can  stipulate  that  the  P'ederal  Reserve  Board  has  ultimate 
i-csponsibility  and  should  control  the  level  of  reserves,  or  you  can  give 
that  decisionmaking  solely  to  those  other  bodies. 

The  significance  of  this  is  that,  effectively  speaking,  reserves  are  a 
tax  and  if  you  give  authority  to  two  or  more  different  sources,  one 
group  might  decide  that  the  particular  institutions  they  regulate 
should  be  taxed  at  a  higher  or  lower  rate  than  other  institutions.  Do 
you  have  bias  for  a  situation  that  produces  inequality  or  one  that 
produces  equality  of  treatment  ? 

Mr.  Perkins.  I  would  summarize  our  position  very  simply:  Our 
position  basically  is  that  for  monetary  policy  purposes,  which  is  an 
overriding  consideration,  transaction  accounts  are  generally  agreed 
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to  be  the  sisniBcant  accounts;  this  is  agreed  by  the  Federal  Beserre 
people,  by  uie  academic  community,  by  most  of  the  Snancial  people 
that  have  studied  this  matter,  and  others.  If  that  is  the  case,  transac- 
tion accounts  at  all  tyi>es  of  de[)ositorj  institutions  o\ight  to  be  subject 
to  the  same  level  of  reserves  for  monetary  policy  purposes.  And  our 
proposal  contemplates  just  that — third-party  transaction  accounts  at 
all  depository  institutions  would  be  subiect  to  the  same  reserve  level 
for  monetary  policy  purposes.  The  level  of  reserves  would  be  deter- 
mined by  the  Federal  Reserve  in  conjunction  with  the  other  regulaton. 
Ultimately  by  the  Fed,  because  they  are  the  body  charged  with  execut- 
ing monetary  policy  by  the  laws  of  the  country. 

Mr.  Leacii.  I  understand  what  you  are  saying.  However,  if  a  given 
level  of  reserves  were  established,  do  you  believe  that  reserve  should 
be  held  in  the  same  way,  in  the  sense  of  sterile  reserves,  or  can  it  go 
into,  for  example,  the  Federal  Home  Ix)an  Bank  System  and  fnun 
there  directly  into  housing?  Do  you  have  any  thoughts  on  that? 

Mr.  Perkins.  We  think  that  it  ought  to  oe  equitable  and  that  the 
reserves  should  be  held  in  the  same  manner.  We  think  that  a  portion 
of  reserves  could  very  well  be  held  in  the  form  of  earning  assets^  sudl 
as  you  suggest,  but  we  expect  that  the  treatment  would  be  nnifoim 
for  all  institutions. 

Mr.  Leach.  Thank  you. 

Chairman  St  Germain.  Mr.  Cavanaugh^ 

Mr.  Cavanaugh.  Thank  you,  Mr.  Chairman. 

Mr.  Perkins,  I  would  like  to  continue  that  line  of  questioning  just 
a  little  bit  more,  because  I  am  not  totally  clear. 

You  arc  maintaining  that  all  transaction  accounts  at  all  institutions 
have  the  potential  of  affecting  monetary  flows,  aggregate  and  velocity ; 
that  is  the  underlying  philosophic  contention  ? 

Mr.  Perkixs.  Yes;  that  is  the  basic  thesis.  We  have  separated 
accounts  into  two  types :  Transaction  accounts,  which  are  generally 
conceded  to  be  the  important  accounts  as  far  as  monetary  policy  goes; 
and  time  and  pavinps  deposits,  which  are  generally  conceded  not  to 
be  as  important  for  monetary  policy.  Therefore,  we  do  not  see  the 
need  for  re=en'es  for  monefari-  policy  purposes  on  time  and  savings 
accounts.  We  think  iTseri-cs  should  apply  to  all  transaction  account 
including  nonconimercinl  bank-type  depository  institutions,  thrifts, 
credit  unions,  and  any  others  as  they  pain  transaction  account  powers. 
Transaction  accounts  at  these  institutions  will  have  the  same  impact 
on  monetary  jioliey  ng  transaction  accounts  at  commercial  bonks. 

Mr.  (^AVAXAiroii,  It  has  previously  been  my  understanding,  and  it 
mav  l)e  a  misunderstanding,  that  the  relevance  of  transaction  accounts 
ann  reserves  related  to  them,  also  relates  to  the  size  of  the  institution 
at  some  point,  and  I  gness  that  is  a  debatable  point>  that  the  volume 
of  business  of  an  institution  and  the  sizes  of  institutions  have  a  minus- 
cnle.  if  any.  impact  on  aggregate  monetary,  aggregate,  or  velocity; 
and  that  basicnlly  both  aggregate  monetary  velocity  and  aggregates 
an*  determined  by  the  institution,  or  by  larger  institutions. 

Mr.  Perkin's.  T  would  just  simply  comment  that  yon  can  always 
say.  well,  if  you  take  one  out.  it  doesn't  affect  monetary  «»itroT  tio 
much ;  but  overall,  if  transaction  accounts  matter  for  monetary  policy 
purposes,  then  all  transaction  accounts  probably  matter  for  that 
purpose. 
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331 

I  ^vould  like  to  ask  Mr.  Senner  to  comment  on  that,  too,  because  he 
has  givon  a  (rood  deal  of  thought  to  this  issue, 

Mr.  Rexxer.  Mr.  Cavanaugh,  one  of  the  things  that  the  Fed  has 
said  aggrevates  their  ability  to  control  monetary  policy  and  the  agj^re- 
gatee  is  the  slippa^  that  goes  on  between  demand  deposits  witliin 
the  current  system.  If  you  have  transaction  accounts  on  which  there 
are  no  reserves  and  you  'have  others  mi  which  there  are  reserves,  you 
will  continue  that  problem. 

Mr.  Cavanaugh.  So  again,  both  of  you  would  oppose  any  exemption 
level  ? 

Mr.  Rexn-ek.  Speaking  for  the  small  banks,  the  fear  is  that  exemp- 
tions will  be  used  as  a  device  to  get  support  for  the  legislation,  and 
they  feel  that  the  burden  should  Be  equitably  distribute  between  all 
financial  intermediaries. 

Mr.  Perkins.  We  have  proposed  in  the  past  that  perhaps  if  the 
Congi-ess  saw  fit  to  do  something  for  the  smaller  banks,  reserves  up 
to  a  certain  amount  might  be  held  in  the  form  of  earning  assets  or 
something  of  that  type. 

Mr.  Cavanaugh.  At  the  lower  end  ? 

Mr.  Perkins.  Yes. 

Mr.  Cavanauoh.  The  lower  end  of  instituticHis.  But  other  than  that, 
you  could  not  accept  an  exemption  level  ? 

Mr.  Perkins.  On  that,  Mr.  Cavanaugh,  perhaps  I  might  say  that 
our  consensus  on  these  issues  was  developed  by  WO  hankers  from  all 
over  the  Nation  nt  our  recent  leadership  meeting.  At  that  meeting,  I 
think  our  bankers  understood  that  one  consensus  may  not  be  exactly 
the  way  things  would  turn  oat,  but  that  it  would  stimulate  some  sort 
of  a  response  for  us  to  evaluate. 

From  what  you  have  indicated  this  morning  and  what  Representa- 
tive Barnard  indicates  this  morning,  such  a  response  is  forthcoming. 
As  the  Congressman  from  Georgia  said,  such  a  response  is  forthcom- 
ing, and  we  would  be  glad  to  carefully  consider  this  proposal  along 
with  what  you  are  saying,  because  we,  as  you,  want  to  resolve  this 
whole  issue,  and  it  is  time  we  got  it  done. 

Mr.  Cavanaugh.  I  think  we  can  all  agree  that  resolving  the  Fed 
issue  has  long  passed  the  time  that  it  needs  getting  done. 

I  am  also  interested,  I  guess,  in  the  interest  earnings  on  transaction 
accounts  and  how  most  equitably  to  deal  with  that.  I  am  vexed  and 
perplexed  by  the  ceiling  and  the  differential  as  it  relates  to  interest  on 
transaction  accounts.  I  think  that  we  do  move  into  a  new  area  and  that 
we  ought  to  at  least  evaluate  what  the  equities  are  in  terms  of  the 
consumers'  interest  here. 

It  seems  to  me  that  there  is  no  clear  consensus  or  body  of  data  on 
costs  of  transaction  accounts  and  whether  or  not  the  cost  balances  out. 
But  I  am  interested  in  the  experience  of  the  credit  unions  on  the  share 
drafts. 

There  was  an  article  in  the  February  1977  issue  of  Monthly  Review 
for  the  Federal  Reserve  Bank  of  Kansas  City  that  indicated  that  the 
effective  yield  on  share  drafts  accounts  is  below  the  stated  yield,  and 
they  say  that  the  source  of  that  conclusion  was  a  CUNA  Research 
Division  report  entitled  "Share  Drafts  Versus  NOW  Accounts." 
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I  wondered  if  representatives  of  CUNA  might  comment  on  that, 
and  whether  or  not  there  does  exist  that  disparity  between  stated 
yields  and  effective  yields,  and  what  the  i-eason  for  that  would  be. 

Mr.  Hellie.  Indeed,  that  does  exist,  Congressman.  And,  of  course, 
it  exists  in  other  types  of  accounts  as  well.  For  instance,  at  our  credit 
union  the  6-perccnt  per  annum  rate  on  share  drafts  results  or  has  re- 
sulted over  the  past  2  or  3  months  in  an  effective  payment  rate  or  cost 
rate  of  3.68  percent.  And,  of  course,  that  has  to  do  with  the  usage  of 
the  funds  that  are  in  the  account. 

That  I  don't  think  is  unique.  I  think  that  is  very  common  through 
the  industry. 

I  would  ask  Mr.  Williams  to  also  comment,  if  I  may. 

Mr.  Williams.  Well,  of  course,  it  varies  from  institution  to  institu- 
tion, not  only  within  the  savings  and  loans,  but  credit  unions  as  well. 
And  my  credit  union,  niy  former  credit  union,  we  pay  day-in,  day -out, 
51^  percent  dividends.  So  it  costs  us  5%  percent  from  date  of  deposit 
to  date  of  withdrawal. 

As  a  matter  of  fact,  you  would  put  it  in  at  5 :30  in  the  afternoon  and 
we  would  pay  dividends  for  that  day  and  have  the  usage  of  the  funds 
for  30  minutes.  So  it  really  was  a  more  effective  yield  than  5*^  percent. 

Mr.  Cavanadqh,  First  of  all,  could  you  submit  that  report  that 
was  prepared?  Because  I  think  it  is  relevant  to  the  subcommittee. 

Mr.  Williams.  If  it  was  prepared  by  the  Credit  Union  National 
Association,  we  certainly  will. 

Mr.  Cavanadgh.  The  CUNA  Research  Division  report  entitled 
"Share  Drafts  Versus  NOW  Accounts,"  you  would  submit  that! 

Mr.  Williams,  We  will  submit  that;  yes. 

Mr.  Cavakaugh.  I  would  ask  unanimous  consent  that  it  be  included 
in  the  record. 

Chairman  St  Germain,  Without  objection,  so  ordered. 

[The  following  letter  with  the  referred  to  article  "Share  Drafts  vs. 
NOW  Accounts"and  also  a  more  recent  article  "The  Case  for  Interest- 
Bearing  Transaction  Accounts"  was  received  from  the  Credit  Union 
National  Association  (CUNA)  for  inclusion  in  the  record:] 
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Credit  Union  National  Association,  Inc. 


The  Honorable  Fernand  St  Cenraln 
Subcarmittee  on  Financial  Instltutle 
Regulation  and  Insurant 
B-30}  Rayburn  Houie  Office  Building 
*a*hington,  D.C.  2051S 
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vised  that  late  in  May 
eratlonal  survey  of  al 
le  chattered  —  that~5 
ts  are  reflected  In  th 

ubconmUtee.   Ve  will 
when  It  Is  completed. 

Thank  you. 
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>•  CREDIT 
UNION 


CMMT  UrMOH  IMTIOrUL  AUOCIATIOM,  INC,  BOX  Ul,  MADISON,  VmCOMMN  UTM 


MKAfCH  BUUCriN  HO.  II 


Share  Drafts  vs.  NOW  Accounts 


i9c  AIM«  dw   -i 


dbjr         oteDdliis  ton 


md  bjr  oOw  4T"  al  Indtutloiii  wfll  b*  JbtumJ         iri]'  flTrti  I'liii  Trir  T   '^Tr'i'rnJiill f  fti  lalii ' 

idcBiwpmdflnttwbMbrfcfaifagpnn— ■■nJooBt         at  bsuliif  ibm  of  tfuM  MBOunto  mi  dWand  «Bifl  ''■ 

OB  Hw  put  ar  onnmRt  («Hd  An  u  U  nMtaJ'  ' 
In  a«  hro  atfiEiiial  umb.  . . .         '  _,'-, 

•cetM  tonwfap,  bui  hi  niilt]i~dit  aconBti  ktw  onr  In  ihr  tws  tnn  (bt|[binliig  JuaKy  L  IS74)  dM* 

•birilBpiupMB.AHKi^dwa«oint(iiu)rtHliil«Ht  Mifam  ud  lauB  ud  anMHfcU  tub  wm  am-  . 
bMibV,  iMlnn  ki  bodi  tnm  tt  Kannli  in«r  b*  mitted  ts  of«r  KOW  iceomM  in  H— ii«twi  Md  - 
ckNOMlMbBMEMMtabMH.  Ml  ■>•»<««•.  N»>  Hnipdiin,  T»  <f  d»  dlglbU  ImmU  Inrtto-    ^ 

.      OilB«NOn>H»«itiilinN>wEi«li>i>dtu(lh>-         lki™lii*«r-»«M«li««lnUlurfft.»n<gK 

tloMliit«da)'Bnll*ble bom HMFadmlRoRo* Book  riilii|ii i  iliiiH  ml  Ihiii  Tin  ii  miiMimimn 

«f  BortM.  Tut  uUda  wOl  bCM  *i  A*  mwUncn  of         antK  k  Ri  dno  Id  d^Mte^.  Faw  h 
»  XCnV  MCOMll  H  «<siHl 


dHriOA  cf  motiial  uvlDp  bab  and  coaunercfal  bl 


,  TWHOWAnwiit' 

•  bBld'lSTlConiunHnSiivingi  BuikafWan:cibH, 
UUBKbitfvnt  begin  offering  cuilDinfln  ■  type  o£  uv- 
inp  Kcaimt  nil4>ct  to  tmuhr  by  nagotiibi*  adar 
of  vttbdrtwfll,  Iriesfl  nn*  livings  Instrumanli  wbcv 
popularly  lavwn  by  Ibdr  acronymrL,  and  NOW  ac- 
counti  quickly  ipmd  to  Dthar  motust  tavfaip  banki 
In  Mssncbutatti  and  Ntvr  Hunpihin. 

By  IS74,  ntmtrnhiMvB  lion  odm  lypa  of  Inandal 
■    H  lud  mnvlncad  Congin.  Hut  NOW  ac- 


L^^S^ 


;-=ss_5 


jbyGoogle 


tt  Ih*  conqHtMn  dullmgs  of  NOW  KCDunli  10(1  "-.    ,r-ii:r-iiui  l 

^k,^^^T«  Imd  d^pn-ol.  b.  riKtronIc  5*'^'"^."''*^^^  ^    ■■.■-■-      ..-.^-7— 

h-I^nute.  Cndit  Union  NiUoul  Aaoduia.  !!!S1ST*E  "^'^i^  "^H!™*^  '!.^  ^  ■ 

(CUNA)  ud  ICU  S«vi™  Q-ponbon  «nbi»d  to  r^iV^"!!!    ^^"T^?"  "»?  f"?"^  '?*? 

^ttUn»l>iin«  r«ul.ik»..  T^W.c.lHd.t.liMKnlHiojblv.IirtreBfcni™.  . 

EFTCnn^ditiail)-  ''.-'■.■       V  '^ 

-T ;  — ;--  log  EFT  (yiteini  nud  U  b  uora  al  cott  nrinfi  ovw  i 

MakpOotpc^nnlnarlir Octtilw.  ,  -■,B«fe.»»ih.  m™b*ri»tthgiiimncwd  of  iiiyiumt— • 

..■-•..*?"  '"f7'T»^?««"''^*W.«l~e»^<««Pf^  ■».ft.n.BnWwritB«hdnft..™borJ™i.pli»li- 

■  ^?'^!l2SLf?!l?!3K™-r'^!^;;'lz!?  .  ■ii"«ocMiic.nr««t«LTi»iwD,ofdoiftii«*.i!;: 

l^fS^S!^'^^^^"?.'^'^..!^       idu.BrfuBounlp^AumiUi.plb.moiitblxCorf' 
:'>ndMilMdnfliAn)ugbChmM>iiliittnBwiVb]'    ■     onntr*)  rtntmnrt  nlu.  Ib«  AiWtait.  dnft  mnuU-: 

■;';V;iDiiiaiCbuii(i'T>irfi«i  FCU.Cm^.i'    ■  ^    , ,'  _.  '  ',  . "  ^,";' --i.:  <.■  J>l.''>  i-^^Z'i'ili'Cli' 

v;-,-.  D«Ao™Fcu.MWiig«i  '^'^^"''''^"•■*»/,'-.:i'.:iJv-;-i:*-*'-i'>,. 

'  ;\. ';*'  Tnib  FCU',  CiUEanii  .  .^CDnuDacU  bHila  *r*  ■HcwtJ  M  affir-NCnViwii; 

-.  -';     SOCSdwolEmplo^CU.MkUpii   -      .  imnii  !■  <niipclMan  uithath(r;eniUKli)  IMtltullom.'- 

,'',.-'  MoniBiiCBioiicU.Montim  .  but  Wlwr  IjFpw  of  InUHuHoM  do  inHliiM  itbtct  neoM 

lo  (Ih  F«fU»l  Kiiin-i  tyiHm.Jutta  to'lha  F«f 
nLa  II  posiblc  hr  conunReial  bihlo  10  iliinal*  Mv- 
«nil  itepi  In  Ihr  dnilng  proaJlf  k  ebmimrclil  bink 
oEeml  NOW  uoiunti.  «n*  >  limnbw  sF  Iha  Fed, : 
Bid  paiinrned  lU  omti  daU  ^nxxulng.  Ihe  biK" 
"bank'  hlotk  In  Ihe  cleuing  dlipsm  onild  b*  at 


D  mailwIlAg  mcHyfty  occurred 

iaOrHmV. 


4»^vspno..ui..p™mo«mri™ft;.a«i».    ;!!r''jl*i':r!2i"°".'™?'^°'™'!r^'""f!''- 


IB  lor  An 


■   5h*»Dtnfti  ■'.-.■■■■■■,■'■ 

TIh  ICU/CUNA  ilun  dnft  pnnnra  (ioinUnn  tha         pnHwHDnaSBfrntlheiwcenRj-oldbhonofliigadnlt 

nd  paper  buedintom  and  mtrKiowmrtaW-  Iiiitllutloii.wfth  legal  r«  -     -       - 

•nnli:  irtnn.' To  iiduu  thi  bad  of  paper  handUn^  Bunrrcnrfit  (S*Li  an- a6™=™npiiij  oonocnm 
th. credit  union  VJ*em  ulfli»»  ouentlie  tape,  to  t«-  diii option; ovrrdmft.  mut  be Ktumed,  ■.;.--  ■ 
rian  th.  paper  dnJti.  v>4id«  fcHuiMV  b  tnuKabed  at  UneolWted  fund,  poM  j>  lebled  ptoblem  (or  a 

.  a^yaU.  Ato-ji- h«.k.      .  """^  -        .  ,  .,  top  farlihaion.- C«dit  un. 1 .-i  ^. 

■  ■    ■  .  ...■.'.■.■.'.'..  ■  dimmd  depojit  tiJm  loi 

party  payment  accounts  i 
dico  of  depoill.  SavInKi 
rules  whidi  do  not  consldi 
collected  Tbii  treutment 
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RESawCH  BWlgTIW  NO.  1M  *FB«.tl 


"1-.^ 


.-■-  r 


T...it,  m"])** 


^m. 


.rtfj 


"£ 


rr'i  I 


FIgm  I.  CfMring  Dlopit'm 
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■nd/ori 


>  of  dw  NOW  u 


FIdiE  b  simply  Ch*  dina  diScimci!  bcMHn  the  wilt- 
ing of  ft  driih  Had  the  vcfiul  dtbittng  of  the  giya/t 
ftccduDt  Tix  delafed  detHtlng  due  to  float  generally 
ofien  no  pecunivy  beneGt  tn  ittaji  ch^c^ing  Account 
cuctonien  Ivcauie  noney  In  cTircliing  ■cx:ounti  doBt 


n  llw  other  hmd,  do  gnfn 
faooi  float,  bot  indinctlr.  TUi  gain  ii  tbe  mult  of  die 
additional  siage  of  fundi  over  that  whUi 
If  Aiid  paity  payoimt'tyMaBU  did  not  oM  and  hmdi 
mn  irltbdnwr  on  the  data  tbe  draft' 
by  li  that  balincn  an  Innated  by  tl- 

Aiialjnh  li  only  ilightly 


»!, tt i.  HWHqr  luMil  Vatan  IB pi»(£ ^E SSS 

hgivwaaainouBttPMt  quae  Wi^dogt  bat  tat  raedv^d,  - 
1  UWUr  biHta  Ifc* '(aOea^  kodi  foUoa  i(  Ike  Onto 
fad.  u.  i«aM  ai  d.  CdiTtlnto.  .b 


dtUonof  It 


^tlmedetayslnberent  Iff  ptoc««i[nf(.  Ailoflg  J 
on  balancei  eitreed  dividends  paid  oo  diem.  1 
and  iban  dnft  occouati  aSer  imtitutioni  bicome  fion 
•hli  ■^embei' float ', 
Following  the  cleniing  diagram  (Fig.  l).waaee  tbal 

—  a  decking  otxount  ii  malatained  at  the  payuble- 
■hiBugh  bank  and  tbe  account  ii  debited  by  tbe  amount 
of  die  day*!  dnfti  on  Ibe  lame  dny  they  pou  thiou)^ 
Ac  bank.  Sincv  the  payable-throuf^  bank  li  usually 
tbe  data  proceuor,  a  compeniating  balance  lyslem  n 
teamon.  Undei  ihii  lyilem  the  checking  account 
boldi  fundi  In  eicen  of  eipected  dearingl.  Thil  (i- 
«vu  b  primaifly  determined  by  data  procellng  costi 
and  fa  Intended  to  geoerate  [ntertit  income  o^ttfng 
data  pmceolng  tab  lo  &fl  no  fns  directly  change 

Ciedit  wiioni  do  not  maintain  a  annpenuting  bal- 
ance at  Chaie.  Ai  btdicated  In  the  deiulng  diagram, 
miltted  to  die  data  procmor 
xvs  "^eil  day"  debiting  of  the 
DuntL  Fieautboriied  drafti.  whirb  debit 
the  ciidit  unioni*  aciounti  at  local  banki.  aia  lent 
throujdi  the  banting  lyitem.  Thii  allows  from  two  to 
Bve  days  usage  of  funds  after  the  memben'  accounts 
have  linn  debited.  TMi  li  the  second  type  of  Boat 


and  cndit  union.  11 


draft  pi 


1.  Other 

■rami,  iliie  NOW  lyitemi.  generally  cairy  a 
account  at  a  bx:al  payable-through  bank  lo 


-  witbdiaival  lyilem.  Cost  per  tnpsacHon.  or  functional 
cost,  Is  most  obvious  lEmply  because  It  ii  moat  directs  -. 
Bnt  equally  impoitanC  are  the  iMre  Indirect  determln-   ' 


funds  previoutty  held  outiide  thelnscinitiDn.  Each  will 
be  dimmed  in  tum. 

TnmiictlniCuU  — NOWDnIb'"     .■:;■'    ,",  ■''.... 
.Unlike  credit  unloni  on  the  ICD  ihaie  dnfr  lyilnn. 

5&L'i  use  vaitous  pa]-able-di(ou^  banks  and  therefoie 
.  have  no  single  ichedule  of  eosti.  However,  RekJi  and 

Howley  of  tbe  VX  Leagus  of  Sailngi  Auuriatiani 
.  offer  the  following  representatii*  picture.' 


,  TABLE  1  — NOW 
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RESEARCH  SUtXETD)  NO.  1S2 


1  TtKlnchaioa'af  teUrrndcInlodliborcoit] 
«UM  A*  Igon  IS  cx«*d  the  misiiul  cui  dC 

rt  nenemDy  bjuulled  by  nkt- 


■Duy  quilify  thcM  £fim  widi  the  tollowliig  InfM^         TABLE  i-~SlunDnitlT«aiKllMCBita 


■tltiul  apRiHnc  

'  dwsa  nwHW  of  ■bwl  H50  pn  Kcount  pn  yw.  tOU         NMU* 

TMt  i]pn«  h  burd  oi  150  dnfn  p«r  Accowit  pVT  yeu 
wllfa  ■  IT  irtiini  mM  lad  S3  per  Bxunnia  cfcaqie.  lYib 
Hdum  coit  ptr^MCoant  pn-  (mt  to  (17.76  (t3Ufl  -  If  one  ncdb  the  dnrfna  dtasiu^  ti«  imi  tiirtB  . 

lUO).  Bncd  on  A*  Bnunptian  of  150  dnfti  per  «-         If  DuncUIaaiiiiiuiet— OHlianihilUanli^) 
count  pR  ynr,  Ml  IginviElvniaMpv  dnftuiu-         -■--     .^...>».,,  ,.,,,  1i  fnniiltnanMlaimjim 
■ettoa  cot  of  V.US.  CommenU  bnk  ptocndn;  >nd         phH)>  UnttoU  to  the  NOW 
cl»»Tfaf  diarp«  ■Roonl  for  tUB  ol  Ah 
(SSlRI  4-  ISO). 

ADIgwnilMuldbd 
■ca  c«Uin  to  vuy  wiiMy  dependlne  en  hadMdv*! 


■golnii  Ibe  dnftt  (n  Fionm'i  Bn.  iilioJ  In  n 
■mtop*  with  lla  dntll  lod  »«  to  a*  oBta^. 


-  -    -  -   •    "^  5fperdn(tforiicapHii8t)Hn«B>BdlfpKAdt 

for  putting  tfie  anmnt  iminbn  ond  momt  o* 
odgnrtfc  tip*  for  the  dftti  conten  Nil  tttt  Mm  ■» 

eoodgh  compeiutttng  baUncr  rt  ^m  boolL'* 


—  dA  b  apedally  hard  to 


Tiuuethm  Coiti  —  Shar*  Drift  AccDonli 

TTie  uirie  degree  of  caution  ihould  be  e>h[blteil  ^_^_  ^j,^,  ^„^„ 

KccptaiKT  of  coit  Eaurei  (or  credit  unloni.  Aeeoidinc  ™ChM™l'»n'h»lun'^iIl 
lotheICi;Opet«l<»Ald.cmtliEor«t«credit<mlon.  .      ,ort(ns.eKeplk>,.««r*evd.imtl BHnsiamw— «. 

dentins  In  rtir  nnE"  of  ino  to  500  dnJn  pw  d.)- ore  ooju  di«t  Bminp«i>- ihem. 

r^UrtoNOW«co«n.e-p-i«|«.  InonJe,  ton»,rcl«Hx«e  th.l«p.=l,«*l„ 

Note  that  Rgurei  u*  rti>e*»  «id  ue  upnsed  m  »  „„^  jjqw  .ccouiil  data  will  Ix  tcMvnMd  to  Ik 

perdra(lUi[LArciinKntU!veBeurspn»>dedb]rICU  dn|i  fonnal  mtd  h»  ICU. 

ff-ns  lot«r  ton  per  dmlt  u  t.lSS.  Ai  belore,  indii^duil - 

circunHlniHTi' cmn  alter  thliEsure  coiulderibl)'.  ■Empiuiii  lUfd. 


jbyGoogle 


opnliig.  bwJc  offla  opantlda^  ud  lalUr 


-3  Dot     '  '. ,-   .  Ut  .       -    nmdiiii  li 


tntfi*  aoM  popdu  iMBu  of  sungtuiDn.  n^aqoMCT ; 
aloMpMrndhigk  ■)«B>cn«U4>dtvtiMd.  birt  d» 

~*('^'"T'  -— f~— ■*  —  " I'l'  tn  nM¥liiimi  liM .  .  J 

.Iat««/Di>(dBdi—ShnCntrAccMiiUi  .','-..•:. 

T*bU  5  (howi  th*  vuUUm  in  dl«Und  ntai  pitd  W 

cndlt  iHdoBt. -nx  uva(a  (wri^tad  Iv  UluM  waf 

'^••-■WnrfdlrSWA.. 

.  -iMdlvMndtab. 
lwimliitoiuiiih«lMM  mitfiMiiaArta 
S,  uual  isMliadslofy.  The  loBunte 


»  Ana  DffHt  by  Incnuad  ptTionnr)    - 
ICoMaloihaNOWIniiliidW.'   '  .'■'..' 

• .,  Bhmh  It  h  p^|Mi4«4  dw  NO  W  lyitoh  wfft  con' 
tlm*-b>  thoif'liici— — d  parnmnrf  eotti  u  vfjumc  In-    . 
,M— m.  tht  thtn  dnit  q-itm.  btcHiH  cf  IB  tlcc- 


'AboMi.'tMl.ipri^la. 

t>»I.ri».rik>Ifi~» 

IIW 

NOW 

b.  pet  Hem  com  tie  tOl 

Th 

nlythM  cat,  will  v,ry 

Il.E».fnd{vl<]u.[ein:u>n 

».«>.bi>til>uthaMhe 

.bo  <liU]{Bd  ID  Iheiyilem.  It  li  DbvtcHuIji  i  uiblecHve 
paocMi  and  the  Innnt  of  this  artide  li  iwl  to  lay  grnund 
rvlci^  bat  IJmply  to  ikel^  ■  rouj;li  comparison  of  NOW 

'  and  ihan  dnA  awwnbi,  Follomns  Ihii  Intent,  the 
■gum  of  Table  3  will  be  UMd  ai  the  net  pw  dnft 
dealing  cuti  under  Inlh  Byilenu.  We  can  then  proceed 
(D  niore  ((Ulintltatlve  analyili.     .-. 

.  Intei»t/Dividend>  —  NOW  Account! 


Inlernt/Divldendl  - 

Coil  of  fundi  ii  belt  meuund  by  Impuled  diriderid 
ula.  Tbif  tnnn  retcn  to  (he  peroentigB  nlir  olitaliijcd 
by  dL^ding  dividends  paid  by  belanea  at  Ihc  lime  of 

rtte.  For  e>«nple.  If  tjuarteily  dividend  paymenli  were 
ttSOO  and  end-of-ijuarUr.balancei  totaled  !3!3in(XI. 
■  Ibe  Impulcd  dividend  rate,  utwld  be  4  (SS^SOa  -j- 

M2S;D00)=ao8*."  ,  ■  ,._:'■::■'_:     -.  ,-.-:--'^-\-  ;. 


TABLE  <-C 

■■'-A. 

^1»^» 

D<.<.»^.  »l=al.cri  On, 

'r.^~y  o 

c-w 

^i„. 

he: 

m.. 

:iti=: 

"'""' 

""'""'""* 

"'" 

».„„ 

auit.rly 

Oth.^, 

ct^Ji',lcl"t, 

, 

n. 

■»■'■" 

, 

■  .V-f 

■»'■-' 

.'■."■■' 

s^ 

-«■ 

■-■'.."■■: 

. 

:•■■■:■, 

■  «■■; 

:,.     : 
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.-     .  .  RE36ABCH  BUUCTM  NO.  II 

!  TABLE  S — bvotod  DlvMud  ttMH  [4&  Quftw  19TS) 


IzwticutiOQi       Divi 


S  t  L'b  and 
Cooparatlvu 

(381 

.... 

S93,7S«.0 

All  Cr^lt 
.Valona  in 

«3, 

.ni-'- 

•6,901.7 

::  cndie  Dniou 

-:^ 

m 

••.HO.O 

^■'Cradit  Onloaa 

■Ttotura     ■■   ■ 
-  CE*ait.  Onion* 

»J3, 

137 

«,77B.4 

«Z3.237  »3.431.4  .0371 


'     ForS&L-|;d>*fa>ipuUdnI*>i>ditu<>dn[>ih«1d 

ally  tbo  mem  f  aaetfn  ti 

b*  nearir  Idnbcal  iln«  diUy  Irlnnt  b  dis  nib.  In- 

Ae)Dq»lcdnlB.Danrl 

a»d.  Tibia  e  tlwn  lUi  Id  b*  tne.  The  oilamt  lor 

3.  CnxMh  ei«t)  a  dom* 

. ,  Hie  andiBloii  ID  ba  dnwn  hoa  TUilc  0  —  tndit  wMiout  >  careqxmding  b> 

-'unlonibavaahlglwritandratatfianNOWliutltBlioiu.  at«  (dMdcndi  paid]  fur  thoc  In 

.  butOefrmathBdarcanipulallonniiiltilanbilaaHan)'  tnfdividcndianrniniinunibahnc.. 

lowaccDit  Dlh»di<— ibou]dbelnt«pr«todwldlgrat  pcniDdiag  JoFrequently.  Slixv  div  Aara  draft 

'cautton.  "nun  of  die  mora  ijnportant  reasm  are  ou~  -  ■    .<  . 


J.  ITie  imputed  rata  it  an  tgsng^ta.  Ai  ni^  it 
-    miutlwvmphauzed  that  Eodivldiw]  credit  imkm 

ttXBii  this  Gguje.  For  eiiunple.  lUted  divtdmd 
rare  varia  fmn  zero  (□  revm  percent  and  Ike 


io  the  NOIV    . 
b^ier  growth  rmte  for  ths  ihare  draft  i 
ejected,  Thil  *"pr**>«  u»  af  fc   ' 
tline  of  dividend  payment  »<ll  b>  I 


TKi  grDivth  bf  u  hu  been  partialty  Gomvladla  iDtn 

puted  varlu  limn  one  to  Mi  nionuii,  4  and  5  of  Table  6.  MeAodokig)'  conH*  at  naJHm 

1  BehiriaroFlndivklual  members  lliaaBect]  the  IhoH  credit  unrein  on  the  lyitem  for  las  Ah  lb 

coiloffundt.  Day  today  Suctuationt  in  acGOuDt  monlluand  using  a  wdsbled  balanca  mtai  d—  the 

balance  will  Influence  dividendi  paid  becwua  faalannal  the  Knieof  dividend  payment.  Walahbvcn 

af  the  minimum  balance  methodology.  Cener-  determined  by  duration  of  depoiit  m  that  kqiotal  nie 


jbyGoogle 


=  Dividend  -=-  ((3|Bdanu,}  +  !(Bl]an<m}  +  Bll- 
-UKi)  -^-  6)x4,  ^vherc  the  lubseripti  rriei  to  jfionEhi  Id 
the  quartn.  \VU\t:  Ihti  doa  not  itijctly  uuml  ht 
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THE  CASE  FOR 
INTEREST-BEARING  TRANSACTION  ACCOUNTS 

In  the  1930*$,  Congreu  pr^Ubited  the  payment  ot  interest  on  demand  depo^b. 
The  SMurnptiau  on  which  it  acted  now  "appear  to  have  had  little  validity."'  taany 
event,  the  prahlbjtion  (Gd  not  actually  stop  the  practice,  It  merely  changed  the  lorni. 

Instead  ol  direct  money  (explicit)  paymenia  of  Interest,  banks  compete  for  demand 
deposits  through  indirect  (implicit)  interest  payments  In  the  form  of  goods  and  ler vices. 
These  take  the  form  of  gifts  to  new  customers,  more  attractive  loan  rates  (or  depositors, 
miscellaneous  nondeposlt  services  and,  most  cfirectly  to  ttie  point,  the  offering  of  demand 
depodt  services  at  charges  t>elow  coat.  "This  subsidization  ol  check-related  services  Is, 
in  effect,  an  Implicit  payment  of  Interest  on  demand  balances." 

Accordng  to  Federal  Reserve  functional  cost  data,  on  average,  bank  expenses 
(both  cfirect  and  indirect)  to  service  the  average  personal  checking  account  exceeded 
Income  from  customer  charges  in  197S  by  about  $31  at  small  (below  $iO  mlllioiO  banks, 
$39  at  medium  ($»  to  $200  mUtion)  banks,  and  $48  at  large  Cover  $200  million)  banks. 
The  net  return  to  customers  In  the  form  ol  implicit  Interest  payment  was  about  4%  at 
small  and  medium  banks  and  4.7%  at  large  banks.^ 

Addtionally,  banks  oUer  "businestes  and  other  large  depositors  explicit  Interest- 
bearing  outlets  for  transactional  or  highly  liquid  funds,"  prlndpatiy  through  federal  funds 
borrowings  and  securities  sold  under  repurchase  agreements.     "Such  very  short 


'  The  Impact  of  the  Payment  of  Interest  on  Demand  Deposits,  A  study  of  the  staff  of 
the  Board  of  Governors  of  the  Federal  Reserve  Systmi,  drected  by  Stephen  H.  Aidlrod, 
January  31,  1977,  p.  99.   See  also  pp.  6-15. 

2  lb.,  p.  19 

3  lb,  p.  21 
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bwrowlnK*  f  ram  nonbanks  represents  payment  of  Interest  on  funcb  that  are  thought  of  by 
the  lenders  as  being  nearly  eqidvalent  to  demand  deposits.'^ 

THEREAL15SUE 

Thus  tin  real  question  b  not  whether  Interest  dwuM  be  paid  on  demand  dofiMlti 
but  whether  it  ^wuld  be  paid  In  goods  and  services,  as  at  present,  or  In  money  ■■  i^iTtptMr 
Inttfeit.  The  latter  b  dearly  preferable  a*  Implicit  Interest  "has  terloia  drawfaadis  tor 
conauners,  for  flnandal  Institutions  and  for  the  eftldent  use  of  the  paymenti  qnMam."* 

The  payment  of  Implicit  interest,  Urough  the  offering  of  free  or  below  coat 
cheddn^  encourages  over-utilization  of  the  service  and  ad<b  unnecessary  exptwaa  to  In 
operatlcn.  The  added  costs  Incurred  because  of  such  practices  ve  ultimately 
transformed  Into  lost  dollars  to  the  user  ol  banking  services  —  the  average  American 
,■7 


The  present  syvtem  also  creates  Inequities.  For  cxam^e,  "businesses  and  other 
large  depodtors  have  the  sophistication  and  skill  to  Invest  surplus  funds  in  short-tmi 
Investmcnb  that  can  readily  be  converted  to  transaction  balances.  TMs,  In  effect 
maximizes  thdr  eiq>Iidt  return  and  minimizes  their  Imptidt  return  on  ti 


Interest-bearing  transaction  accouiti  ludi  as  NOW  (Negotiable  Orders  tt 
Withdrawal)  acooiaits  and  credit  union  share  draft  accounts  "praWde  a  means  t€  pi 
Individuals  lacking  such  Qnandai  sophistication  en  a  par  with  the  more  ac 


a.,p.2s 

Report  of  the  Committee  on  Banklni!.  Houslny  and  Urban  Affairs.  United  States 
Senate,  No.  95-MI7,  August  IS,  1977,  pJ. 
to,p.6 
Ib,p.6 
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money  managen  In  thii  respect." 

CONSUMER  SENEFITS 

The  payment  of  Interett  to  coniumcn  on  vamaction  accouiti  hu  two  ^Imary 
benefits,  nrst  It  provides  the  consumer  irith  additional  interest  Income  which  can  be 
spent  In  any  manner  the  ccniumcr  chooses.  The  consumer  Is  able  to  weigh  thepwaonal 
value  of  a  so-vlce  against  lb  actual  price  and  make  an  informed  dtolce. 

"This  is  a  key  element  of  Ontereit-bearlng  transaction)  account*  —  proMoIIng  a 
eoraumef**  speniing  chtdce.  At  present,  the  consuner  can  only  cBectlvety  "spaitf  his 
Interest*  on  whatever  Iree  services  or  gifts  are  offered  by  the  depository  Instltutlans. 
Ontcrest-bcaiing  transaction)  accounts  provide  the  means  and  opportunity  to  ^end  such 
additional  interest  Income  at  they  see  fit  *nd  to  buy  only  those  banking  servtoei  they 
deslre.->0 

Second,  Interett-bearlng  transaction  acoowits  j^ve  the  consumer  Improiad 
ccnvenlence,  Vlthout  such  accounb,  a  depodtor  who  wldws  to  earn  Interest  on  a 
checking  accouit  must  continually  transfer  funds  from  an  Interest-bearing  saihp 
account  to  a  checMng  accomt.  At  cretfit  unions  and  thrift  Institutions,  the  ladc  of  such 
accounts  recjulres  a  trip  to  the  teller's  window  or  a  telephone  call  to  make  third  party 
payments. 

-  "Low  Income  households  have  particularly  benefited  from  Onterest-beiAig 
transaction)  account  availability  at  thrift  Institutions.  Individual*  with  low  Incnma  otten 
do  not  have  checldng  accomts  at  commercial  bank*  and  keep  all  of  thdr  f tvids  bi  tlrlf t 
Institutions.  The  availability  of  Qnterest-bearlng  transaction)  accounts  at  thrSI 
Institutions  has  permitted  these  IndlvlAials  to  enjoy  the  convenience  of  a  tMnl  party 

'  Ih,  p.  6 
'°lb,p.7 
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payment  account  without  losing  significant  interest  income.' 


11 

By  authorizing  int«r«st-bearing  transaction  accounts  nationwide  at  aU  financial 
institutions,  there  will  be  an  additional  advantage  to  consumers  tram  the  fact  that  rmcc 
institutions  wili  be  offering  these  accounts.  "As  a  result,  competition  for  o 
deposits  win  be  active,  and  should  result  in  improved  quality  and  variety  of  oi 
financial  K 


CONSUMER  CONCERNS 

One  concern  expressed  Is  tliat  individuals  with  low  transaction  lialancM  will  and 
if>  pa)4ng  more  In  service  charges  than  they  earn  in  Interest  income.  This  has  not  been 
the  experience  with  credit  uilon  share  d-afts.  Nearly  all  credit  wdons  are  olterlngahM 
drafts  without  any  service  charges  or  minimum  balance  reqkoranents  as  a  renit  of 
economies  established  in  share  ck'aft  programs  through  tin  concept  of  vuncatlon.'' 

Furthermore,  liecause  the  share  draft  program  has  buUt-ln  economic*  of  Kale^ 
credit  mion  per  (t'aft  cost  will  decrease  with  volume.  Truncatlcn  and  dectronic 
procesdng  will  iceep  personnel  expenditures  to  a  minimun  and  volume  discount*  a»ur« 
lower  per  Item  costs  as  well.'* 


"jU.p.7 

"lb,p.B 

"  The  Credit  Union  Naticnal  Association,  Inc.  (CUNA)  It  currently  in  the  procea*  ol 

conducting  a  strvey  of  all  1,650  state  and  federally  chartered  cretfit  unions  In  the  U.S. 

with  share  ±af  t  programs-  As  of  Juie  15,  1979,  survey  response  has  been  received  from 

5S0  FCUs  and  I>i>2  SCUs,  ran^ng  in  size  from  $250,000  to  over  $100  million  In  aMots. 

Collectively,  these  CUs  represented  1,045,015  consumer-held  share  d-af  t  accomts. 

Of  tlie  1,023  CUs  strveyed  to  date,  cHily  10  imposed  a  per  item  share  draft  service 
charge  (whidi  averaged  £.09  per  d-afO,  and  10  assessed  a  monthly  account  malntenanoa 
charge  hveraging  $1.S4).  The  only  charges  imposed  by  the  remaining  CUs  were  ftx- 
special  services  sudi  as  handling  stop  payment  orders  and  not'SUfficient-fmds  Item*. 
Tlie  sirvey  will  develop  data  on  whether  minimum  balances  are  required  at  SCUs. 
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In  addtion,  it  must  be  kept  in  mind  that  Interett-bearing  trantactlon  • 
an  option)  no  consumer  will  be  forced  to  give  i^  a  conventional  cheddng  account  In  lavor 
of  an  interest-bearing  transaction  account  and  no  financiai  institution  wili  befcrced  to 
offer  sucA  accotnts.  "If  consumers  prefer  non-intercst-bearing  low^^ervice  charge 
transacticn  accounts,  the  maHcet  will  ensure  that  they  are  continued  to  be  aHend."" 

Some  observers  aim  have  argued  that  explicit  payment  of  Interest  on  demand 
deposits  b  lU<eiy  to  lead  to  higher  loan  rates.  This  outcome  appears  doubtf  uL  "VirtuBlIy 
an  Interest  rates  charged  by  banks  are  determined  in  highly  competitive  markets  where 
banks  and  other  lenders  are  offering  similar  services.  While  there  may  be  some  minor 
dianges  In  the  structure  of  rates,  it  Is  unlikely  that  the  average  level  of  interot  rate* 
would  rise  in  the  long  run  as  b_  result  ol  Interest  payment  on  demand  deposits.*'^ 

CONSUMER  ACCEPTANCE 

At  credit  mions,  consumers  have  shown  enthusiastic  and  wlde^read  acceptan^ 
of  share  drafts.  Accordng  to  the  Credit  Union  National  Association,  Inc.  (CUNA),  at  of 
March  31,  1979: 

*  Approximately  1.4  mlllian  credit  union  member*  had  share  draft  accouits,  about 
900,000  Federal  credit  udon  iFCU)  and  X)0,000  State  credit  union  (SCU)  memben^ 

*  Given  family  accowts,  tame  2.9  milUon  Americans  are  currently  using  share 
drafts. 

•  Almost  30  mlUlon  share  d-afts  were  cleared  In  the  Erst  three  months  of  1979  — 
30  milUon  at  FCUs  and  approximately  20  million  at  SCUs  —  totalling  almost  $23  IdUian, 
or  $1.9  blUian  at  FCUs  and  $1  bUlion  at  SCUs. 

•  Total  balances  for  the  first  quarter  were  $783  mlUion  for  FCUs  and 


"  Testimony  of  3ohn  H.  Perkins,  President  of  the  American  Bankers  Association,  House 

Banking,  Finance  and  Urban  Affairs  Committee^  May  17,  1979,  p.  6. 

'^  Op.  Cit..  Federal  Reserve  staff  study,  p.  36  .  . , 
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•ppraximately  $323  mMon  for  SCU*. 

*  Over  1^30  credit  inl«ns  in  the  U.S.  were  offering  ihare  *atts  to  thA 
membert,  Inducing  S21  FClb  and  approximately  130  SCUt. 

bi  1978,  the  National  Credit  Uni<«i  Adminbtcatlan  eMimated  that  all  cradt  iitew 
paid  more  than  $21  nUIIian  In  tnterert  on  share  draft  accounts.  Also  that  yoar,  dw 
number  of  FCU  ihare  d-aft  accouit*  grew  by  alnMBt  K%  and  SCU  account*  by 
■pptoidmately  S3%. 

A  teWphene  sirvey  conducted  In  Ute  Msrd)  and  early  April  la  this  year  of  360  " 
Urga  CUi  revealed  that  they  collectively  plan  to  spend  In  excest  of  $13  mllUon  over  the 
next  live  year*  Implementing  *here  4'aft*.''  TMs  survey,  conducted  for  CUNA  by  an 
outside  research  £rm,  was  tsken  before  the  U.S.  Couit  of  Appeals  dedilon  of  A^U  W, 
holding  PCU  share  ck'of t*,  commercial  bank  automatic  fmdi  transfer*,  and  savings  and 
loan  remote  icrvlce  wit*  unauthorized  under  present  law. 

PONSUHER  SATISFACTION 

Credit  union  members  are  Id^ly  satisfied  with  tlieir  share  4'af  t  account*.  Thoae 
who  Iwve  siiare  draft  accounts  use  ttiem  and  like  tlwm.  They  loiow  and  taidarsland  th* 
podtlve  features  of  these  accounts  and  on  talk  about  tfiem.  These  attitudes  «>• 
docunented  in  a  market  research  study  performed  independently  for  Chase  Manhattan 
Banl^  the  major  payable-through  bank  for  CU  share  d-afts." 

'  Of  tht  iseri  Interviewed,  96%  said  they  were  satisDed  with  their  share  drift 
account*.  Thus  user  satisfaction  b  very  high. 

Asked  what  features  they  loiaid  the  most  attractive,  S3%  replied  ^>o  *wioa 
charge  was  great;  7S%  *aid  dridend*  were  vo-y  appeaHngt  74%  mentioned  no  Dibdmum 

"  Survey  wa*  conducted  by  MARC  (Marketing  and  Research  CounsekrifbtcJ  of 

Chicago,  HI. 

"  Survey  was  conducted  by  Total  Rescardi  Corporation  (TttC)  of  Prinoetoiv  NJL 
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balance;  64%  Mid  the  fact  that  share  draft*  were  Irom  thdr  CU  was  Important  38%  aald 
direct  d^iotit  was  a  very  Important  advantage;  38%  said  they  liked  the  Idea  of  monthly 
statement^  91%  liked  tiM  overdraft  line  of  credlti  90%  said  automatic  carbonless  cofdes 
of  Oelr  d-alti  were  very  oonvcnlcntt  and  92%  reported  no  problems  In  cashing  or 
acceptance  ot  share  drafts. 

A  MORE  EFFiaENT  BANKING  SYSTEM 

"The  extension  of  Qnterest-bearlng  traniaction)  acootnts  nationwide  will  also 
result  In  a  more  efficient  banldng  system.._The  present  system  of  free  or  below-actuat 
coit  diecldng  encourages  the  Inefficient  tee  of  resources  because  depodtors  have  no 
Incentive  to  economize  on  diedc  writing  even  though  dteck  clearing  costs  are 
siAstantlal.  Some  direct  prices  for  cheda  wHl  prompt  dspodtori  to  write  fewer  checks 
and  result  In  a  substantial  reduction  In  the  cost  of  clearing  checks."'' 

Credit  inlon  members  with  share  draft  accoiAits  write  more  than  90%  fewer 
drafts  <I3  per  month)  than  members  with  checking  accounts  write  checks  UE  per  month), 
the  Chase  share  draft  study  showed.  After  they  open  ttwir  share  cfc-af t  accounts  many 
users  reduce  the  volume  ot  check-writing,  with  46%  reporting  that  they  write  fewer  or 
no  commercial  bonk  checks. 

"Payment  of  competitive  interest  rates  will  lower  operating  costs  by  reducing  the 
need  to  transfer  funds  between  transaction  accounts  and  other  Interest-bearing 

Bccouits To  the  extent  that  checking  accounts  and  saving  accounts  are  consolidated, 

significant  savings  will  result.  From  1976  functional  cost  cbta  ot  the  Federal  Reserve, 
ttie  norwinterest  cost  of  maintaining  a  NOV  accotsit  was  23%  less  than  the  comMned 
costs  of  maint^nlng  two  separate  accounts. 

"In  addition,  existing  Ineqidtles  whereby  some  depositors  subsidize  the  eiq>ense  of 

"  Op.  CIt..  Senate  Banking  Comndttee,  p.  S 
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serving  other  acxounts  will  be  eliminated.   The  conjumer  will  receive  the  fun  value  of  hb 
money  in  the  form  of  explidt  Interest,  and  will  pay  only  lor  thme  lerrices  he 
'consumes.'  Under  the  present  'no  Interest'  sdteme,  the  depodtor  who  writes  lew  diecks 
b  suMdizing  the  depo^tor  who  writes  many.    Under  Onterest-bearlng  transaction) 
accounts  and  explicit  pricing,  such  inequalities  will  be  eliminated  and  effidenqp 
rewarded."" 

IMPACT  ON  FINANCIAL  INSTITUTIONS 

Any  new,  potentially  profitable  service  will  cause  Intense  competitive  (resswes 
for  «  while  as  institutions  seek  to  capture  a  share  of  the  new  market.  There  b  no  reason 
to  beDeve  that  the  advent  of  Into-est-bearlng  transacticn  accounts  natlonwlda  would 
prove  any  different. 

Given  the  thousands  of  banks  and  thrift  Instittniora  and  Ihe  millions  of  depodton, 
"it  is  difficult  to  forecast  how  long  earning  pressures  would  last;  It  could  be  a  relative 
abort  period  of  a  year  or  less,  or  a  longer  period  of  perhaps  two  to  lour  years.*^'  h  tat/ 
event,  the  period  of  earning  pressures  Ir«m  the  oflering  of  the  new  accounts  wovU  be 
temporary  and  transitionaL 

Additionally,  It  should  be  noted  that  the  availaUlity  of  Interest-bearing 
transaction  accounts  does  not  mean  cMisumers  will  ^ve  up  regular  checking  aocouits. 
Per  example,  while  as  noted  46%  of  the  credit  niton  members  using  share  drafb  In  tfie 
Chase  study  reported  writing  fewer  or  no  bank  checks,  of  the  cre<fit  union  meMbers  using 
share  ctafts  In  the  Chase  study,  51%  said  they  still  write  as  many  checks  as  before. 

"In  the  long  run,  banks  could  find  that  the  net  cost  per  dollar  ^  transadlan 
balances  will  decline.  This  could  occur  primarily  because  sert^ces  that  are  ei^enslve  to 


"  It,  pp.  8-9 

^'   Op.  Cit,  Federal  Reserve  staff  study,  p.  39 
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the  barU<,  but  not  valued  highly  by  the  customer,  would  be  replaced  by  explicit  Interest, 
whose  value  to  the  bank  and  customer  would  be  equal."^^ 

During  the  transition  period,  effects  on  particular  Institutions  can  be  expected  lo 
vary  widely  depending  upon  the  type  of  market  and  customer  served.  "The  mo«t 
vulnerable  institutions  would  appear  to  be  titose  that  have  low  earnings  and  a  high 
proportion  of  deposits  in  accomts  eligible  for  converdon  to  interest-twarlng  f orm_." 
Out  ol  a  total  of  14,372  U.S.  banks,  the  Federal  Reserve  ttaff  study  Identified  only  371 
or  about  2-1/2%  of  all  U.S.  banks  which  satisfied  both  conditions. 

Among  these  vulnerable  banks,  the  very  small  banks  appear  to  face  the  most 
difficult  adjustment  problems.  Those  serving  small  commuilties  may  face  stiff 
competition  from  aggressive  thrift  institutions  or  other  banks.  "However,  some  of  these 
banks  may  be  located  in  markets  mth  limited  competition  from  other  depository 
Institutions  and  may  remain  essentially  unaffected  by  interest  on  demand  deposits." 

SAFETY  AND  SOUNDNESS 

Considerations  of  transitional  profltaWlity,  however,  "should  not  be  confused  with 
the  more  fundamental  considerations  of  safety  and  soundness.  The  extension  of 
(Interest-bearing  transaction)  accounts  nationwide  represents  a  logical,  wholly  safe  and 
sound,  and  desirable  step  in  the  drection  of  increaung  the  overall  efficiency  of  the 
banking  system." 

Testimony  before  the  Senate  Banking  Committee  in  1977  indicated  that  there  was 
no  bank  on  the  FDIC  problem  list  at  that  time  as  a  result  of  NOW  accounts. 


'  jb,  p.  58 
'  lb.,p.  » 
*  lb.,  p.  55 
'  Op-  Cit,  Senate  Banking  Committee,  p.  13 


,dhvGooglc 


Furthomore,  FIHC  stude*  Indicated  thkt,  while  nine  banks  off edr^  NOW  m 
ntf[«red  m  nmli^  decline.  It  wai  not  dew  that  NOW  account*  were  the  <ma»P^ 

In  addition,  "transaction  balances  are  lets  scndtive  to  change*  In  Interatf  raua 
than  ve  time  and  saving*  deport*.  Hence,  a*  Qmefest-bearlng  transaction)  aooouMt 
grow,  the  flow  of  depoiit*  to  thrift  instltutlora  should  tend  to  1*-""^    Such  a 
developmoit  may  cue  the  strains  of  dsintermediatian  wMch  these  instltuttsns 
ei^crience  dtring  periocfa  of  tl^  credt."'^ 

AN  IRREVERSIBLE  TREND 

In  it*  report  on  the  Consumer  Financial  Services  Act  of  1977,  tlw  Senate  BhHui 

Cwnmlttae  itatedi 

*The  Comndttee  agrees  with  dte  {udgment  of  the  Board 
of  Govemon  of  the  Federal  Reserve  System  tint  HtB 
movement  toward*  ei^licit  interest  on  transaction 
balance*  has  become  irreversible.  Wltne«  not  only 
NOW  accowns  and  share  ifemf  t  accoiaits,  but  otlwr 
limitei^  preauthorlzed  transfer*  from  saving  accotaitq 
withdrawals  of  cash  from  money-market  mutual  fund* 
by  negotiable  dralt)  telephone  transfers  from  satdngs 
accmsits  to  dwcldng  accounts  or  to  third  parties 
cBrectln  btkI  the  use  of  electitinic  terminals  located  in 
retail  establishments  whereliy  depositors  may  gain 
drect  access  to  a  lavingi  account  by  use  of  a  plastic 


^  lb,  p.  10 
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"The  issue  li  not  whether  the  momentum  of  the 
movement  can  be  stopped,  but  rathef  whether  the 
Ccngrcss  may  establish  order  and  rationality  to  an 
evolutionary  process  that  to  tar  hu  been  piecemeal  — 
entailing  various  inef fldenctes  and  ineqtdties.^." 

CONCLUSION 

The  movement  towards  explicit  interest  on  transaction  balances  has  beooms 
Irrevertible.  Interest-bearing  transaction  accounts  are  in  the  best  Interest  cd  the 
consumer,  of  financia]  Instltudons  and  the  payments  system.  Any  question  of  whether  or 
not  interest-bearing  transaction  accounts  benefit  the  consumer  In  the  final  analysis  will 
be  resolved  by  consumers  themselves.  The  answo'  to  date  in  the  credit  uilcn  experience 
hat  been  an  overwhelming  vote  of  confidence. 
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Mr.  Cavanaugii.  And  I  understand  there  is  great  variance  within 
institutions  between  effective  yields  and  stated  yields. 

Mr.  AViLLiAMs.  It  really  depends  upon  how  they  are  paying  divid- 
ends, whetlier  they  are  paying  daily  or  whether  they  are  paying  on 
a  monthly  basis  or  on  a  quarterly  basis.  I  manage  the  Government 
Kmployoes  Credit  Union  in  San  Antonio,  and  we  had  16  differwit 
savings  piograms  that  paid  some  form  of  interest,  depending  upon 
the  individual  needs  of  the  credit  union  member. 

Mr.  Cavanaugh.  Well,  that  could  be  a  very  perplexing  and  confus- 
ing situation  for  your  depositor. 

Sir.  Wit,LiAM8,  Part  of  that,  of  course,  was  certificates  of  deposit 
which  had  various  maturities  and  lengtli  of  time  and  yield  and  so 
forth. 

Mr.  Cavanaugii.  Wouldn't  it  be  desirable  for  the  Congress,  as  we 
arc  exploring  this  issue,  t-o  tiy  and  arrive  at  some  conclusion  as  to  how 
wc  mi^ht  arrive  at  greater  uniformity,  so  the  public  does  understand 
l«>th  the  nature  of  the  transaction  accounts  that  they  are  entitled  to 
utilize  and  have  some  reasonably  coherent  consensus  among  our 
population  as  to  what  the  earnings  on  those  accounts  might  consist  of. 

if  r.  Williams.  The  Credit  Union  National  Association,  at  its  meet- 
ing which  is  currently  in  progress,  has  just  adopted  a  truth-in-savings 
typo  of  foniiula  to  be  utilized  by  credit  unions  throughout  the  United 
Stntps  which  does  exactly  that  very  thing. 

Mr.  IIkllie.  Mr.  Cavanaugh,  "one  furtiier  comment,  if  I  might.  I 
think  your  point  is  well  taken.  I  think  that  tnith-in-savings  disclosure, 
as  Mr.  Williams  mentioned,  is  vorj-  important.  But  I  think  the  major 
basic,  premise  of  jierhaps  this  whole  hearing  is  that  any  return  is  in- 
finitely more  than  the  return  that  the  consumer  is  receivmg  now  on  the 
average  checking  account. 

.Mr.  Cav.\jjauqii.  Could  I  just  maybe  ask  Mr.  Perkins  if  he  would 
anticipate  the  same  kind  of  variances  arising  within  the  commercial 
iMink  industry  in  terms  of  earnings  on  transaction  or  XOW  accounts? 

Mr.  Perkixs.  Mr.  Cavanaugh,  could  I  just  say  that  our  position  is 
very  Kim|)Ic — it  seems  to  us  that  it  is  not  the  responsibility  of  the  Con- 
gress or  the  regulators  to  set  the  specific  terms  for  the  kinds  of  instru- 
ments that  arc  offen'd.  Katlier,  the  Oiigress  and  the  regulators  should 
set  the  overall  limits.  Within  that,  the  institutions,  in  a  competitive 
world  try  to  get  instruments  that  fliey  can  sell  and  the  market  will 
buy. 

Mr,  ('AVAXAroii.  I  would  say  that  I  would  agree  with  that,  with  the 
caveat  that  the  Congivss  ought  to  assure  that  the  consumers  do  have 
y.  fair  oppoitunity  to  know  what  they  are  buying, 

.Mr.  Pkrki.vs.  And  we  think  we  can  market  them  in  quite  a  clear  way. 
Otherwise,  t  boy  won't  sell. 

CouM  I  jiiHt  say,  Mr.  Chairman,  tliat  Mr.  Barnard,  Mr.  Cavanaugh 
iind  (ithoi-s  liave  niise<l  this  whole  question  of  tiie  linkage  of  these 
vnri<)Hs  pieces  of  legislation.  Peiiiaps  I  might  comment  and  clarify 
!l  little. 

Cliairmiin  St  (Jeumaix.  I  am  going  to  allow  you  to  do  that  after  we 
|>ausc  for  a  commercial  to  allow  our  IcK'al  stations  to  identify  them- 
selves and  <ast  a  vole.  You  will  Ix-  given  ample  time  to  expand. 

Tho  subcommittee  will  Ix-  in  recess  for  approximately  10  minutes. 

[  Brief  recess,] 
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361 

Cliairman  St  Germain.  The  subcommittee  will  come  to  order, 

Mr.  Perkins,  on  page  5  of  your  testimony  you  talk  about  an  orderly 
transition.  Individuals  currently  hold  about  one-third  of  all  demand 
deposits.  Limiting  interest-bearing  transactions  to  individuals  will  af- 
ford time  to  promote  effective  competition.  On  tlie  stability  of  the  fi- 
nancial system,  allowing  interest  to  be  paid  on  interbank  and  corporate 
(le[K>sits  could  be  particularly  dismptive,  at  a  time  when  the  relation- 
ship between  the  banks  and  those  depositors  may  change  considerably, 
as  the  Federal  Reserve  begins  pricing  the  services. 

Now,  let  us  set  something  into  pei-spective.  I  read  that — and  I  heard 
your  testimony  about  the  NOW  accounts  in  New  England  being  phased 
in  and  limited  to  pei-sonal  accounts.  I  would  like  to  point  one  thing  out, 
that  the  reason  that  evolved  was  there  were  certain  elements  in  the 
financial  industry  that  opposed  the  NOW  accounts,  and  in  order  to  get 
them  adopted  there  were  compromises  arrived  at  and  among  the  com- 
promises arrived  at  were  the  fact  tliat  they  were  limited  to  personal 
accounts  and  eleemosynary  accounts. 

Now,  when  I  look  at  this  paragraph  at  page  5 — through  the  bill  we 
have  attempted  to  draft  veiy  simply  and  directly,  and  what  it  does  is 
remove  the  pi>3hibition  of  the  payment  of  interest-on-demand  deposits. 
What  I  have  been  sitting  up  here  for  years  and  hearing  people  at  this 
witness  table  toll  the  people  on  the  subcommittee  and  the  full  commit- 
tee :  Wliy  <lon't  you  let  the  niaiketplace  take  over  ?  Why  don't  you  elim- 
inate alHhis  regulation  and  this  paperwork  ? 

Here  we  are  attempting  to  do  that.  There  is  nothing  here  that  says 
t  liat  you  must  pay  interest  on  corporate  accounts  or  interbank  accounts. 
It  just  says,  if  yon  wish  to.  you  may ;  we  are  going  to  let  you  have  your 
marketplace  philosophy  be  put  into  operation  and  function. 

I  would  like  you  to  comment  on  that.  Here  we  are,  we  want  to  give 
you  freedom  to  ©[wrate  the  way  you  want  to.  You  say  you  don't  want 
it :  you  want  to  be  regulated. 

Mr.  Pkhkins.  I  didn't  say  we  don't  want  it.  WHiat  I'm  saying  is  that 
the  third-party  transaction,  interest- paying  account  for  households  is 
something  that  we  have  introduced  into  the  system.  For  whatever  the 
reason,  if  was  limited  to  New  England.  It  has  been  absorbed. 

Wlierc  dealing  with  the  banking  system,  the  Congress  has  always 
iK-en  very  concernod  about  the  delicacy  of  it.  And  we  feel  that  this 
should  be  absorbed  nationwide  before  we  got  into  this  other  area. 

Wion  you  got  into  the  area  of  completely  eliminating  the  prohibition 
of  intercwt-on-demand  deposits,  perhaps  in  the  long  nm  that  is  what  we 
should  do.  T  certainly  share  your  views  on  the  market.  But  this  will 
have  a  very  far-reaching  impact;  that  law  has  been  on  the  books  for  a 
great  number  of  years  now.  The  institutions  have  adapted  to  it. 

Tliere  area  lot  of  things  to  consider:  The  Federal  Reserve  issue,  the 
explicit  i)rtyment  for  services,  and  other  issues.  It  would  seem  pnident. 
given  the  Congress  conocm  about  the  delicacy  of  the  monev  system,  to 
take  this  fii-st  step  with  the  transaction  accounts,  which  aflfect  all 
dcpofiifni'v  institutions — the  credit  unions,  the  thrifts,  the  banks — and 
to  separate  that  from  the  basic  issue  of  the  total  elimination  of  the 
prohibition,  in  oi-der  to  at  least  Imvc  the  time  to  look  at  some  of  those 
issues  which  have  been  von'  controvei-sial. 

In  the  long  run.  I  certainly  agree  with  what  you  are  saying.  But 
I  think  prudence  would  dictate  that  we  do  it  in  two-step  phase. 
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Mr.  Hellie,  Mr.  Chftirman,  iust  a  comment,  if  I  may.  I  would  ttiink 
the  impact  for  the  banks  migiit  be  substantially  reduced,  mnce  their 
holdings  of  demand  deposits  related  to  total  depoEOts,  has  drom>ed  in 
the  last  20  years  from  58  percent  to  22  percent.  So  the  impact, Tthink 
should  be  less  than  perhaps  they  are  concerned  about 

Chairman  St  Germain.  That  was  going  to  be  my  next  que^icHL 
As  a  matter  of  fact,  the  larger  corporations  that  become  good  laoossy 
managers,  and  we  have  had  testimony  to  that  effect  in  these  hearings, 
no  longer  keep  any  large  amounts  in  demand  deposit  accounts.  Ther 
have  learned  that  they  can  make  much  more.  And  this  goes  back 
historically. 

Things  were  different  in  19S3  when  this  prohibition  was  invoked 
than  they  are  today,  because  now  on  these  corporate  accounts  th^  can 
have  liquidity,  they  can  have  immediate  access  at  a  higher  rat©  tiian 
you  would  be  paying  on  a  demand  deposit  account. 

Mr.  Perkins.  Let  me  just  try  to  give  a  little  historical  perspectaTB 
on  that  and  separate  the  different  types  of  demand  accounts. 

Chairman  St  Germain.  Would  you  mclude  compensating  balances! 

Mr.  Perkins.  I  certainly  would. 

Historically,  banks,  corporations  and  others  kept  deposits  at  banks 
to  use  for  transaction  purposes.  The  banks,  by  lending  or  investing 
those  funds,  earned  enough  return  to  pay  for  the  services  rendered — 
the  huge  processing  machme  and  all  the  rest  of  it. 

In  addition  to  that,  the  question  of  compensating  l>aIaTice8  developed 
where  a  corporation  receiving  a  line  of  credit  agrees,  rather  than  pay 
a  fee  for  the  availability  of  a  line  of  credit,  agrees  to  leave  so  many 
deposits  there,  which  cam  a  certain  rate  of  interest.  That  is  a  nego- 
tiated contract  these  days,  incidentally,  between  the  bank  and  uie 
customer. 

When  the  thirties  came  along,  after  the  breakdown  and  thwi  the 
cleanup,  interest  rates  were  very  low.  The  prime  rate  was  1%  pemtsot 
for  10- year  money,  the  Treasury  bill  rate  was  three-eighths  of  1  percent, 
fully  taxable.  The  tendency  developed  not  to  keep  just  the  amount 
of  demand  balances  needed  either  as  compensating  balances  on  credit 
arrangements  or  to  pay  for  services  rendered  on  a  transaction  type. 
The  tendency  developed  to  get  a  little  sloppy  about  managing  ouh 
and  to  keep  excess  cash. 

As  interest  rates  have  increased  since  the  Depression,  the  corpora- 
tions have  once  again  scaled  their  amount  of  ca^  down  to  the  amoont 
necessary  to  compensate  for  services  rendered  or  as  part  of  a  pricing 
arrangement  on  a  loan  or  line  of  credit  basis.  That  is  where  we  an 
today. 

In  addition  to  that,  corporations  have  funds  temporarily  not  being 
used  for  transaction  purposes.  These  funds  they  keep  in  the  form  or 
time  deposits  of  one  kmd  or  another. 

Chairman  St  (termain.  This  is  under  a  comparatively  new  arrange- 
ment, up  to  $150,000. 

Mr.  Perkins.  Well,  over  $100,000  the  banks  are  permitted  to  pay 
the  market  rate  on  those  funds.  Below  $100,000,  they  are  subject  t» 
the  regulation  Q  ceilings.  So  that  the  larger  corporate  world,  with 
funds  in  excess  of  $100,000.  employ  them  in  various  ways  in  the  money 
market.  Those  are  not  their  transaction  accounts  as  such;  they  are 
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their  excess  balances  that  they  may  need  later.  They  employ  them  in 
certificates  of  deposit  at  banks.  They  employ  them  in  commercial  paper. 
They  employ  them  in  short-term  Treasury  securities — all  types  of 
short-term  liquid  instruments. 

I  think  we  have  to  distinguish  between  those  two.  The  transaction 
accounts  are  held  for  transaction  purposes.  They  are  needed  to  pay 
for  services.  If  in  tact  you  paid  a  rate  of  interest  upon  those  deposits, 
that  would  have  to  be  considered  in  relation  to  the  total  overall  cost 
of  the  services  rendered,  or  the  loan-credit  arrangement. 

Chairman  St  Germain.  The  contracts  you  spoke  about  in  here  could 
also  be  written  in  such  a  manner  as  to  insure  that  the  financial  institu- 
tion wasn't  overpaying  on  these. 

Mr.  Perkins.  They  could  be.  But  you  are  dealing  with  a  very,  very 
wide  and  diverse  world.  You  are  dealing  with  a  large  corporation. 

Chairman  St  Germain.  You  would  have  to  be  competing  against 
other  institutions  that  might  be  giving  them  a  better  shake. 

Mr.  Perkins.  Sure,  We  are  domg  it  right  now  with  the  certificates 
of  deposit.  But  the  point  is,  it  is  a  great  big  world  with  14,000  banks, 
with  hundreds  of  thousands  of  different  customers,  with  different 
types  of  accounts.  Some  banks  have  good  systems  to  handle  this ;  some 
don't. 

There  is  a  lot  of  adjustment  to  be  made,  and  I  think  prudence  would 
dictate  a  phased  adjustment  process. 

Chairman  St  Germain.  How  about  the  small  businessman?  Would 
you  give  perhaps  some  thought  to  saying,  yes,  we  would  like  to  have 
corporate  accounts  up  to  a  certain  amount,  so  the  small  businessman 
doesn't  have  the  leverage,  the  level  of  sophistication  as  far  as  invest- 
ment is  concerned,  that  the  large  corporations  do,  might  tjike  advan- 
tage of  this  and  thereby  have  an  advantage  in  that  they  could  prob- 
ably give  their  customers  abetter  rate  on  their  services  and  products? 

Mr.  Perkins,  Might  I  say  it's  my  view  that  the  small  businessman 
isn't  that  unsophisticated  about  it  and  is  accomplishing  his  purposes. 

But  I  would  really  like  to  ask  Mr.  Renner  to  talk  about  that.  He 
deals  with  a  great  number  of  tliem.  in  addition  to  larger  companies. 

Mr,  Kenner.  I  am  personally  of  the  view  point  that  we  are  again 
building  regulation  inito  the  system.  We  are  not  letting  it  run  free 
when  we  say  the  small  businessman  and  we  put  a  limit  on  the  account. 

I  have  to  agree  with  Mr.  Perkins  that  I  think  the  proper  ap- 
proach  

Chairman  St  Germain.  Is  to  have  a  regulation  that  says  no  busi- 
nessman ? 

Mr.  Kenner.  Not  necessarily  no  busines^ian.  But  let  us  take  it 
over  a  transition  period.  The  law  has  been  in  place  for  a  long  period 
of  time. 

Chairman  St  Germain.  Well,  you  have  me  thoroughly  confused. 
But  that  is  all  right. 

Doctors  who  incorporate,  attorneys  who  incorporate  and  what  have 
you, 

Mr.  Perkins.  I  think  in  the  experience  of  most  of  us,  they  don't 
keep  excess  balances.  They  keep  enough  balances  to  pay  for  eervioes 
rendered  and  they  handle  their  investments  elsewhere.  After  all,  they 
could  buy  Treasury  bill  ceitificaies  for  $10,000  amounts. 
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Chairman  St  Germain.  At  page  6  of  your  statelment,  you  sav: 
"Dcpositofs  will  be  bc^t  served  if  these  now  acoounts  are  8hai)ed  by 
financial  institutions  rather  than  by  the  Government  through  regu- 
la*oi-y  edict." 

Now.  that  is  exactly  wliat  this  bill  attempts  to  do,  does  it  not?  I 
don't  see  anything  in  tliis  bill,  the  way  it  w«s  introduced,  that  says 
that  the  regulators  or  anyone  else  is  going  to  shape  an^-thing. 

All  we  ai-o  getting  now  is  wo  ai"©  l)oing  asked  to  say  that  the  regula- 
tors will  shape. 

Mr,  Pkrkins,  I  ithink  in  that  particular  passage,  I  think  we  were 
i-eferring  to  what  we  have  seen  here  lately.  For  example,  just  recently 
the  Federal  banking  regulators  pi'OiK)sed  four  new  types  of  instru- 
ments in  groat  detail,  whei-o  tliov  shaped,  in  effect,  the  market  product 
I'ather  than  .simply  putting  thol>i'oad  limits  on  what  we  could  do  and 
letting  us  shape  the  maiket  pro<]uct  into  something  we  could  sell. 

Chainnan  St  Germaix,  Ijct  us  get  back  to  this  bill.  This  bill  does 
not  i-equire  any  shaping  by  the  regiilatoi-s.  It  says:  "You  people  are 
ver>-  competent  out  thei-c.  and  you  all  want  to  do  a  good  job  for  the 
consumer  saver,  and  we  appreciate  that  fact  and  we're  going  to  let 
you  do  it." 

Mr,  Perkins.  And  we  IwHeve  that  taking  the  first  step  here  with 
the  interest^aring  transaction  accounts  for  individuals  and  house- 
hold purposes  does  that  for  the  saver.  It  gets  him  market  rates,  and 
that  i.f  the  initial  and  important  objective. 

Chairman  St  (termain.  But  you  attach  a  couple  of  conditions.  You 
say  eliminate  the  rtiffei-cntial  in  any  institutions  other  than  the  com- 
mercials that  would  elect  to  utilize  these  third-party  payment — 
payments. 

I  took  the  I'.S.  Ijcague  of  SaHngs  Associations  to  task  yesterday 
because  of  many  conditions  they  hung  on  it.  That  being  the  case,  equity 
I'equires  that  I  do  the  same  with  the  ABA,  because  on  the  one  Hand 
you  say.  hey.  let  us  give  the  small  saver  an  opportunity — and  I  hoi» 
that  we  are  not  going  to  deny  these  many  jwople  who  have  begim  uti- 
lizing these  transaction  Horounts— to  continue  to  utilize  them.  And  in 
order  to  do  that  we  can't  settle  the  Federal  Reserve  ijiiestion  in  this 
hill :  we  can't  settle  the  phaseout  of  i-egidation  Q  in  this  bill ;  we  cant 
settle  the  differential  question  in  this  bill. 

Wliat  we  would  like  to  do  is  just  take  can'  of  that  court  decision  and 
eliminate  the  fiction,  fliis  fictional  prohibition  on  the  payment  of 
interest  on  demand  deposits,  and  let  you  people  do  a  job  for  the 
consumer. 

I  don't  know  alx>ut  my  colleagues,  but  I  get  a  little  irritated  wh^i  I 
i-ead  your  consensus  statement  dated  April  27:  "The  same  legislatimi 
must  provide  al>solute  purity  of  interest  rate  ceilings  among  all  finan- 
cial institutions," 

Voii  know,  we  were  elected  to  make  this  decision.  I  wouldn't  say 
must— ill  other  wor-ds.  a  sine  qua  non,  is  that  correct  ? 

Mr.  Pkrkixs.  Mr.  Cliainnan.  that  is  a  statement  of  a  position.  We 
obviously  recognize  that  this  is  the  responsibility  of  the  Congress.  We 
iK'Iieve  tiiat  there  is  no  reason  to  jienalfze  savers  just  because  they  hap- 
l>en  to  save  at  banks.  When  the  thrift  institutions  get  the  transactitm 
powoTv.  wo  think  the  differential  should  l)e  equalized.  We  support 
('oni|>etitive  oqiiiilify  where  we  have  equal  powers. 
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Chairman  St  Germain,  Mr.  Renner,  do  you  want  to  dig  yourself  a 
little  depiXT  on  that  one? 

Mr.  Rkxnkh,  Yes,  sir,  Mr,  Chairman,  You  say  you  get  irritated;  30 
do  I  get  initated  when  I  see  money  flow  out  of  our  community  to  sav- 
ings and  loans  because  we  can't  pay  the  equal  rates,  and  yet  we  are  sup- 
l>osed  to  take  cai-e  of  the  housing  in  our  community.  There  are  thou- 
sands of  banks  all  over  the  countiy  in  one-bank  communities,  two-bank 
communities,  with  no  savings  and  loans.  Tlie  differential  isn't  helping 
housing. 

Chairman  St  Germain.  Well,  you  know  I  offered,  in  the  FINE,  to 
grant  the  differential  to  any  type  institution,  be  it  commercial  or  not, 
that  would  invest  a  certain  percentage  of  assets  in  housing,  and  that 
wentover  like  a  lead  balloon. 

Mr.  Perkixs.  Mr,  Chairman,  speaking  of  conditions,  when  we  got 
Iho  3711  pages  of  the  final  version,  there  wei"e  so  many  conditions  that 
it  was.  in  our  view,  completely  inequitable. 

Cliainnan  St  Gersiaix.  I  don't  think  that  there  were  that  many  con- 
ditions on  that  one  point, 

Xow,  in  the  ABA  consensus  statement,  you  refer  to  the  plight  of  the 
small  savei-s  and  the  intei-est  gap.  Do  you  have  any  estimate  as  to  the 
number  of  banks  paying  less  tlian  the  passbook  rate  of  .5  percent  today  ? 
We  liave  been  trying  to  get  that  information  for  years. 

Mr.  Renner.  Xo;  I  don't  have  any  estimates,  Mr,  Chairman.  I  am 
sure  there  are  some,  as  I  know  there  are  also  savings  and  loans  not 
paying  the  maximum  rate, 

JIi',  PfntKiNs.  The  number  of  dollars  of  savings  that  are  getting  the 
nia.\imum  rate,  I  suspect,  is  a  very  high  proportion.  The  number  of 
iiccounts  we  just  don't  know. 

Chairman  St  Germain.  You  mean  it  is  probably  in  the  smaller  banks 
that  they  don't  pay  the  v&to,  whereas  in  the  larger  banks,  they  do? 

ilr.  Perkixs,  I  can  oiil^-  si>eak  for  myself  and  the  competition  with 
wliich  we  deal,  all  of  which  is  daily  interest  at  the  full  market. 

Chairman  St  Gersiaix.  You  are  in  the  Chicago  area,  correct? 

Mr.  Perkixs,  Yes,  sir. 

Chairman  St  Germaix.  All  riglit.  Now.  that  being  the  case,  I  hap- 
jien  to  liave  a  study — a  107f>  publication  of  this  committee—that  sam- 
pled banks  in  17  market  areas,  and  in  every  ai-ea,  the  survey  found 
commercial  banks— some  veiy  large  institutions  included — that  paid 
less  than  Die  maximum  ceilings  allowed  by  regulation  Q.  That  is  why 
I  asked  you  if  you  had  an  estunatc  as  of  to  date.  This  is  a  1976  study. 

Now,  in  these  cases,  it  was  not  regulation  Q  but  the  banks  that  de- 
tennined  that  they  were  discriminated  against — against  that  small 
savor.  Is  that  not  correct,  Mr.  Perkins? 

It  is  not  regulation  Q  tliat  discriminated.  It  is  the  individual  banks 
who  deci<ied  that  they  weren't  going  to  pay  that  rate. 

Mr.  liKxxER,  Mr.  Chainnan,  you  are  looking  at  different  interstate 
levolsin  1976  than  we  see  today. 

Chainnan  St  GtatMAiN.  Excuse  me,  sir.  The  rate  at  that  time — the 
icgiilal ion  Q  nite — hasn't  changed  since  1973. 

Ml'.  Perkins.  Treasury  bills,  which  now  yield  9%  to  10  percent,  at 
tliat  time  yiehUnl  ;">%  to  6%  pereent,  so  the  market  has  changed — this 
lias  a  lot  todo  with  what  rate  can  be  offered. 
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Chairman  St  Germain.  I  am  going  to  update  this  momentarily.  I 
might  say  that  11  of  the  banks  in  that  survey  that  we  found  that  were 
paying  less  than  the  5  percent  allowed  were  in  the  Chicago  area. 

Now,  one  of  these  banks  was  Citibank.  They  were  paying  4.6  percent. 
Citibank — that  is  a  little  institution  in  New  York  City. 

Mr.  Perkins.  You  were  talking  about  Chicago,  I  thought. 

Chairman  St  Geruaix.  I  am  saying  11  in  Chicago,  but  now  in  addi- 
tion to  that  we  go  to  Citibank  in  New  York.  That  was  paying  4.6 
percent. 

Now,  in  Esquire  magazine  of  May  8,  there  is  a  little  article  by  a  chap 
named  William  Flanagan,  and  this  is  May  8, 1979 — it  says: 

Enter  Citibank,  with  Its  solid  imsge  and  new  $1,000  certificate  and  more  market- 
ing muscle  than  any  bank  In  America  for  years,  that  lias  gotten  away  with  onlj 
4.6  percent  on  passbooli  savings  accounts — less  than  any  major  bank.  It  has  Juat 
concluded  a  snccessful  giveaway  program  to  attract  more  deposits.  If  yon  de- 
posit $6,000  for  at  least  a  year,  for  example,  you've  got  the  right  to  buy  a  12-incb, 
black-and-white  TV  set  for  only  $49.95  plus  tax. 

So  that  was  May  of  1979,  obviously  still  paying  only  the  4.5  percent. 

Mr.  Perkins.  Mr.  Chairman,  it  seems  to  me  that  you  cannot  look 
in  isolation  like  that.  Citibank,  I  would  guess,  probably  is  tiring  to 
get  away  from  passbook  accounts  as  a  means  of  lowering  costs  of  opera- 
tion, and  moving  into  nonpassbook  accounts  which  pay  the  full  rate; 
therefore,  they  make  passbook  accounts  a  little  less  attractive,  but  they 
offer  the  equivalent  service  in  a  different  form — at  the  full  rate. 

My  assumption  would  be  that  that  is  the  case. 

Chairman  St  Germain.  Well,  the  point  is,  you  know,  there  is  one 
bank  in  Rhode  Island  2%  years  ago,  said,  "God,  we're  not  going  to 
raise  that  rate  on  passbook  accounts;  we  would  lose  ^V6  mlflion  per 
year  if  we  upped  that  half  percent."  They  weren't  too  concerned  about 
the  savers.  All  they  cared  atxiut  was  they  would  have  lost  $2^  milaon. 

Mr.  Perkins.  I  suspect  in  due  course  as  they  lose  deposits  to  those 
that  are  paying  more,  market  forces  will  equalize  the  rates.  But  the 
fact  is  that  the  consumer  has  a  lot  of  choices.  You  are  not  just  talking 
about  banks;  you  are  talking  about  credit  unions.  You  are  talking 
about  savings  and  loans.  You  are  talking  about  the  whole  bit. 

Chairman  St  Gebmain'.  Now  we  have  a  delightful  ad  in  this  morn- 
ing's New  York  Times,  "There  is  only  one  thing  keeping  your  savings 
from  catchine  up  with  inflation,  and  that  is  the  law."  Naturally,  they 
refer  to  regulation  Q.  Now,  why  shouldn't  you  get  a  fair  interest  rate 
on  your  savings,  whether  you  save  a  little  or  a  lot?  If  that  c^xicem  is 
there,  shouldn't  we  be  in  favor  of  the  legislation  that  is  being  consid- 
ered here?  To  give  nil  the  savers — we  could  give  all  these  people  an 
opportunity  to  earn  interest  on  their  demand  deposit  accounts. 

Mr.  Perkins.  We  are  sayingthatthe  savers  should  get  nearer  marfat 
rate  by  raising  up  the  regulation  Q  ceiling  step  by  step.  That  is  exactly 
what  we  said. 

Chairman  St  Germain.  But,  you  know  full  well,  just  as  I  do,  that 
the  regulation  Q  ceiling  question  will  not  be  resolved  by  December  81, 
1979.  No  way. 

Mr.  Perkins.  Mr.  Chairman,  I  learned  long  since  not  to  try  to  sec- 
ond-guess— to  tell  a  Congressman  what  Congress  will  do.  On  the  other 
hand,  I  think  it  is  fair  to  say  that  I  have  never  seen  a  time  when  there 
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was  such  broad  support  for  doing  something  about  the  Q  ceiling.  Sen- 
ator Proxmire  has  made  proposals,  you  have  made  proposals,  the  Fed- 
eral regulators  have  made  proposals,  the  Gray  Panthers  have  made 
prop<Kals.  It  has  got  consumer  support.  It  has  got  American  Bankers 
Association  support.  It  seems  to  me  it  has  everything  going  for  it. 
That  is  my  view,  I  recognize  I  am  not  an  expert  in  the  legislative 
process. 

Chairman  St  Germain.  As  you  so  well  stated,  I  am  all  for  increas- 
ing the  rate  on  regulation  Q.  By  the  same  token,  despite  my  enthu- 
siasm, I  know  full  well  that  it  is  not  going  to  happen. 

Mr,  Perkins,  I  think  it  is  worth  a  try. 

Chairman  St  Germain,  Well,  we  keep  trying,  but  in  the  interim, 
why  hold  this  hostage?  If  we  are  interested  in  the  small  saver,  if  we  are 
interested  in  giving  people  a  return  on  their  transaction  accounts,  if 
we  are  interested  in  giving  them  a  greater  rate  under  regulation  Q,  why 
hold  this  hostage?  At  least,  let  us  do  what  we  can  do,  and  what  ob- 
viously, I  think,  the  people  of  this  Nation  want,  I  mean  how  many 
transaction  accounts  have  been  established  since  the  rules  and  regu- 
lations were  promulgated  by  the  Fed  around  this  Nation  of  oure 
amongst  commercial  banks. 

Mr,  Perkins,  There  are  a  lot  of  them ;  I  think  I  read  the  number  is 
in  the  millions. 

Chairman  St  Germain.  That  is  right.  There  are  millions  of  people 
out  there  we  don't  want  to  let  down,  do  we? 

Mr.  Perkins.  Not  only  that,  hut  they  ought  to  be  given  the  power 
to  get  somewhere  near  the  market  rate  on  their  savings. 

Chairman  St  Germain,  I  could  not  agree  with  you  more,  but  in  the 
interim,  let  us  not  hold  this  one  hostage  becau.se  of  the  other  one. 

Mr.  Perkins.  But  in  the  interim.  Congressman,  what  you  are  say- 
ing is  that  what  we  are  going  to  do  is  maintain  the  penalty  on  bank 
savers — the  94  million  of  them — as  you  give  the  expanded  powers  to 
the  thrifts.  We  say  they  should  be  permitted  to  compete,  but  it  ought 
to  be  under  the  same  terms. 

Chairman  St  Germain.  Incidentally,  on  that  point  at  page  8,  you 
have  table  I:  "Full-Service  Bank  Deposit  Market  Shares,  1970  to 
1977."  It  is  in  the  record.  I  have  a  few  questions  on  that  one. 

You  show  a  reduction  in  the  market  share^the  bank  deposit  market 
share.  Is  that  correct?  Of  household  time  savings,  household  regular 
savings,  and  household  time  deposits  from  1970  to  1976? 

Mr,  Perkins.  Yes, 

Chairman  St  Germain.  Except  in  household  reigular  savings.  Well, 
in  1975  they  were  44.8  percent ;  in  1977,  they  were  47.7  percent  The 
others  do  indeed  show  a  2-point  reduction  for  household  time  savings 
and  in  household  time  deposits,  a  reduction  from  1970  of  13.3  percent. 

Now,  my  question  to  you  is,  do  you  have  the  same  numbers  for  thrift 
institutions  ? 

Mr.  Perkins,  I  don't  have  them  handy.  We  could  furnish  thwn  to 
you.  What  is  missing  here,  though,  is  the  total  market  for  household 
time  savings  and  regular  savings  deposits.  What  will  show  very  clearly 
on  that  is  that  the  share  of  those  deposits  held  by  depository  institu- 
tions of  all  kinds  in  relation  to  the  total  is  shrinking  as  the  world 
moves  on,  with  nonbank  institutions  doing  more  and  more  of  this. 
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Second,  that  t}ie  share  of  commercial  banks  in  this  market  A-is-a- 
m  the  thrift  institutions  is  also  declining  dramatically  because  we  are 
not  allowed  to  compete  equally. 

Chairman  St  Gerhaix.  Well,  tliat  is  the  figure  that  we  don't  have 
here — whether  there  has  been  an  increase  or  reduction  in  the  thrifts 
because  my  next  (|uegtion  is,  do  we  know  where — let  us  take  t^e  13.3 
percent  reduction  in  household  time  deposits — item  3.  table  I,  page  8 — 
do  we  know  where  those  deposits  went  f  Did  they  go  to  thrifte,  or  did 
they  indeed  go  to  other  than  financial  institutions — to  money  market 
funds  and  thmgs  like  that  ? 

Mr.  Rexner.  Mr.  Chairman,  in  the  30-year  period  from  1947  to 
1977,  in  1947,  the  bunks  and  the  thrifts  had  about  90  percent  of  the 
deposit  liability  in  the  country.  Today,  or  in  1977,  this  figure  ap- 
proached about  itO  percent,  so  that  about  half  of  the  deposit  liability 
funds  are  at  institutions  other  than  those  we  are  talking  aoout  here  this 
morning.  Also  during  the  |>eriod,  the  banks  did  gain  savings  deposita. 
The  savings  and  loans  did  pick  up  market  sliare  in  the  household  time 
deposit.s,  but  again  the  big  outflow  was  out  of  the  deposit  institutions  as 
we  know  them  today  and  to  other  intermediate. 

Chairman  St  Germain.  Therefore,  wo  can  use  the  argument  that  the 
differential  is  responsible  for  this  reduction  of  deposits  in  full  service 
bank  deposit  shares. 

Mr.  Perkins,  I  disagree  with  that  entirely.  It  does  not  weaken  the 
argument  that  tlio  differential  is  a  factor  that  is  a  negative  factor. 

That  is  why  we  think  regulation  Q  needs  to  be  raised,  because  die 
fastest  growing  funds  in  America  are  the  money  market  funds  you  al- 
lude to— outside  the  banks.  The  world  is  moving  on  outside  tJie  bonks 
and  the  thrifts  because  we  have  these  dam  limits. 

Chairman  St  Germaix.  I  agree  witli  you  that  reflation  Q  has  to  be 
raised  once  again.  As  to  the  negative  impact,  certainly  the  reason  that 
the  Congi'ess  adopted  the  differential  was  to  see  to  it  that  the  thrifts 
would  get  a  pretty  fair  sliare  of  those  savings  deports.  And  you  know 
what  the  stoiy  is.  It  is  for  housing. 

Now,  tliei-e  is  definitely  a  change  going  on  as  to  attitude.  I  think  that 
the  question  now  in,  must  the  savei- — how  long  must  the  saver  continue 
to  subsidize  the  Ixnrowcr  in  this  area?  Now,  I  looked  once  again  at 
your  statement.  You  state,  and  you  cite  a  lending  I'eport  on  page  12: 
''The  study  concludes — the  Columbia  study  concludes  there's  no  stiYmg 
evidence  tliat  rate  ceilings  on  deposits  Imv'o  promoted  housing  over  the 
long  run." 

Well,  how  alx)ut  theciiiestion,  is  there  Strang  evidence  of  what  would 
have  occurred  without  the  rate  ceilings  on  deixjsits?  I  don't  know. 

Mr.  Perkins.  It  strikes  me  tlmt  shelter  is  so  basic  in  our  economy  that 
one  way  or  another  the  market  would  have  worked  that  out,  but  mean- 
while we  do  have  a  situation  where  those  iiLstitutions  with  the  differ- 
ential are  becoming  more  and  more  like  banks,  and  as  they  get  third- 
party  [jayment  jKiweis.  we  ought  to  eliminate  the  differential. 

Chairman  St  (Jermaix,  Well,  again,  in  youi'  conclusions  at  the  end 
of  your  statement,  page  l.'i ; 

A  sraclual  increase  over  time  in  all  Interest  rate  ceilings  in  time  and  aavlngB 
(leiKisltH  and  all  usur.v  ceillnRs.  the  Interest  rate  dlffereniial  in  tbeae  accoanis 
wiiuld  be  limited  as  the  rate  ceilings  were  Increased. 
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And  then  you  state,  "Thrift  institutions  would  be  given  additional 
asset  powei-s  such  as  the  ability  to  otfer  VRM's." 

Well,  you  know  that  that  definitely  is  a  bone  of  contention  in  the 
Congress.  I  don't  think  they  are  going  to  get  that  one  overnight,  either. 
But  my  little  note  here  says,  what  else  would  you  have  the  thrift  insti- 
tutions— would  you  agree  that  they  should  be  family-type  institutions  ? 
Would  vou  grant  them  loans  for  radios  and  televisions  and  automobiles, 
and  so  forth,  as  was  again  in  the  FINE  study  ? 

Mr.  Perkins.  I  don't  believe  I  am  in  a  position  to  agi-ee  or  disagree. 
I  would  simply  say  that  this  is  the  waj[  it  is  going.  Tliere  is  a  great  con- 
fusion going  on  where  people  are  talking  about  the  need  to  cnange  the 
assets  before  we  can  change  the  liability  side  of  the  thrifts. 

They  are  two  different  animals.  But  the  asset  side  is  changing.  Grant- 
ing additional  powers  would  be  up  to  the  Congress.  Meanwhile,  what 
we  need  to  get  at  right  now  is  the  liability  side. 

Chairman  St  Germain.  Right.  Now,  you  two  gentlemen,  with  all  due 
deferencetoourcredit  union  colleagues  here,  vou  two  gentlemen  proba- 
bly have  more  experience  in  this  area.  The  tnrifts  tell  us  that  even  if 
they  were  to  get  the  VRM's  nationally  today  and  be  able  to  use  the 
Canadian  rollover,  the  variable,  and  what  have  you,  it  would  be  a 
period  of  time  liefore  they  could  work  out  of  tlieir  dilemma  witli  these 
long-term  mortgages  at  very  low  rates,  and  under  those  cireumstances. 
Do  you  agree  with  that  ? 

M"r.  PfWKiNs.  I  think  so.  That  is  why  we  suggest  a  5-  or  10-year 
phaseout  on  the  regulation  Q. 

Chairman  St  Germain.  And  under  those  circumstances,  it  would  be 
difficult  for  them  to  pay  much  higher  rates. 

Mr.  Perkins.  I  have  heard  that. 

Chairman  St  Germain.  I  am  asking  for  your  analysis,  and  I  think 
you  have  answered  by  saying  that  this  is  why  you  feel  it  should  be  a 
long-term  phaseout. 

Mr.  Perkins.  We  have  heard  that  from  those  that  are  knowledgeable 
in  the  field. 

Cliairman  St  Germaix.  And  in  addition  to  that,  if  they  are — or  in  the 
future,  if  they  arc  going  to  or  be  called  upon  to  pay  these  higher  rates 
and  to  compete  head  on  with  the  elimination  of  the  differential,  do  you 
foci  that  this  variable-tyjje  mortgage  alone  would  be  sufficient  along 
«i  til  transact  ion  accounts  ?  Or  do  you  feel  that  they,  indeed,  would  need 
additional  powers,  such  as  limited  powers  to  make  commercial  loans 
to  individuals,  not  to  corporations^ 

Mr.  Pekkins.  I  don't  want  to  speculate  on  that.  I  really  don't  know 
tliat  much  about  it.  It  may  very  well  be  the  case.  Maybe  Mr.  Renner 
has  some  idt'as  on  it. 

Ml'.  Renner.  Well,  I  believe  they  have  to  be  given  the  variable  rate 
mortgage.  Mr.  Chairman.  There  is  just  no  way  that  you  can  expect 
them  to  atti'act  dollars  for  housing  if  they  are  to  stay  a  specialized 
industry,  if  they  can't  pay  a  competitive  rate.  In  order  to  pay  a  com- 
petitive rate,  they  have  to  bo  flexible  on  the  rates  they  are  charging. 

It  isn't  just  the  savings  and  loans  that  are  having  these  problems. 
Small  banks  like  mine  have  this  problem  now,  to.  We've  got  a  lot  of 
fixed  rate  mortgages — riO  percent  of  our  loan  portfolio  is  in  real  estate 
mortgages.  The  phaseout  will  answer  the  problem,  but  you've  got  to  let 
the  free  market  take  care  of  that. 
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Chairman  St  Gerhain.  Now,  tell  me  this — do  you  feel  that  tratis> 
action  accounts — if  wo  were  to  allow  commercial  banks  to  pay  interest, 
remove  that  prohibition  of  the  payment  of  intereet  on  transaction  ac- 
counts— would  tliat  increase  your  profit  picture,  keep  it  where  it  is,  or 
decrease  it! 

Mr.  Renner.  I  think  initially  it  would  decrease  our  profit  picture. 

Chainnan  St  Germain.  Well  that  being  the  case,  how  can  you  then 
say,  we  don't  want  to  give  the  savings  and  loans,  who  dont  know  a 
thing  about  third-party  payment  accounts  and  have  to  learn  a  lot  about 
them — why  do  you  say,  well  if  we  are  going  to  give  them  this  great 
big  advantage  that  will  probably  decrease  their  profits  for  a  period  of 
time,  we  want  it  coupled  with  an  elimination  of  regulation  Q  or  the 
di  fTerenti  al 

Mr.  Renner.  Well,  the  reason  for  the  elimination  of  the  differen- 
tial— again  going  back  to  the  deposit  structure,  demand  deposits  over 
the  same  30-year  period  have  declined  by  45  percent  to  10  percent  of 
deposit  liabilities. 

So  if  you  then  let  us  pay  interest  only  on  the  transaction  accoont, 
our  savers — and  we  have  many  more  savers  than  we  have  transaction 
accounts— are  still  not  going  to  be  getting  the  rate  that  they  can  get 
from  a  savings  and  loan.  The  discrimination  is  still  there. 

Chainnan  St  Germain.  By  the  same  token,  there  are  a  lot  of  savers 
who  would  like  to  be  able  to  have  their  transaction  account  in  the 
same  institution  as  they  have  their  savings  deposits. 

Mr.  Renner.  That  is  true. 

Chairman  St  Germain.  So  if  we  are  thinking  of  that  small  saver 
and  we  want  to  give  him  the  best  return  and  give  him  all  the  con- 
venience under  the  Sun,  it  would  bo  nice  to  allow  that  small  saver  to 
have  an  option  of  having  a  third-party  payment  account  in  which- 
ever institution  he  or  she  or  they  have  their  savinfra. 

Mr.  Renxer.  Wb  certainly  believe  in  the  freedom  of  choice,  but  let 
us  have  equality  with  that  freedom  of  chioce. 

Chairman  St  Germain.  Talking  about  interest  being  paid  to  savers, 
this  is  from  an  SEC  filing  by  one  of  the  prominent  banks,  and  in  one  of 
our  largest  cities,  it  has  got  a  very  glamorous  name.  You  know  yon 
talked  about  substantial  competition  for  time  deposits,  and  you  read 
something  like  this.  This  is  management  discussion  and  analysis  of 
the  consolidated  statement  of  income.  We  get  down  to  interest  expense. 

Total  interest  expense  for  1977  increased  $5.4  million  over  1976. 
Interest  expense  on  time  deposits  increased  by  $700,000,  with  volume 
increase  of  $2,3  million  being  partially  oflset  by  decreases  due  to  lower 
rates  of  $1.6  million.  MoKt  of  tlip  interest  decrease — expense  decrease — 
due  to  rate  stems  from  the  reduction  of  the  savings  passbook  rate 
from  5  percent  to  4,5  percent  during  1977, 

These  people  obviously  had  no  problem  competing — I  mean,  they 
even  lowered  their  rate,  and  they  got  an  increase  in  deposits,  right! 
That  is  a  very  distinguished  bank. 

Mr,  Renner.  I  am  not  sure  about  the  periods,  but  I  think  back  in 
1976,  if  that  was  a  1977  report 

Chairman  St  Germain.  This  is  for  the  year  1977.  not  1976. 

Mr.  Renner.  But  there  was  a  jwriod  in  there  of  1976  and  eatiy  1977 
where  everybody  was  contracting  somewhat  on  their  rates,  because  of 
the  rates  in  the  marketplace.  Also,  you  talk  about  the  shift  in  their 
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interest  cost.  You  are  finding  the  larger  banks  having  to  find  some 
kind  of  devices  or  means  to  go  out  and  attract  dollars.  They  can't 
do  it  through  savings  because  of  the  restrictions  on  the  ceilings,  90 
they  are  going  out  and  they  are  selling  repurchase  agreements.  They 
are  selling  market  participation  notes. 

Chairman  St  Germain.  But  not  to  the  small  saver. 

Mr.  Kenneb,  When  some  of  them  are  in  amounts  of  $1,000, 1  think 
you  will  find  a  lot  of  small  savers  picking  this  up,  Mr.  Chairman. 

Chairman  St  Germain.  Are  you  selling  many  of  those  in  your  bankt 

Mr.  Renner.  No;  we  aren't  selling  any.  I  am  not  sure  but  what  we 
arem't  going  to  have  to  turn  to  some  device  like  that  if  we  dont  get 
some  relief. 

Chairman  St  Germain.  Well,  for  the  moment — oh,  one  more,  Mr. 
Perkins. 

Governor  Partee,  when  he  testified,  characterized  the  NOW  ac- 
counts as  a  form  of  savings  account.  Do  you  agree  with  this! 

Mr.  Perkins.  A  NOW  account  is  a  form  of  savings,  but  it  is  also 
a  form  of  demand  due.  It  is  a  little  of  both. 

Chairman  St  Germain.  He  said  the  NOW  account  is  a  form  of 
savings  account. 

Mr,  Perkins.  With  the  ability  to  transfer  money,  as  in  a  demand 
account 

Chairman  St  Germain.  The  reason  I  asked  that  because,  is,  if  that 
be  the  case,  why  would  you  want  to  put  reserves  on  them,  as  you  do 
transaction  accounts? 

Mr.  Renner.  Isn't  it  the  case,  Mr.  Chairman,  that  the  Fed  would 
classify  this  in  the  category  of  Ml  and,  therefore,  they  say  that  they 
are  gomg  to  need  reserves.  It  may  be  a  savings  account,  but  we  found 
out  in  the  automatic  transfer  service  that  it  hasn't  been  appealing 
because  people  don't  like  the  idea  of  money  being  taken  out  of  their 
savings  accounts  to  cover  their  checks. 

If  we  have  a  NOW  account  or  a  transaction  account  for  which  they 
specifically  write  checks  and  get  some  interest,  this  will  be  acceptable, 
but  I  don't  think  consumers  go  for  the  idea  of  actually  taking  money 
out  of  what  they  perceive  as  their  true  savings. 

Chairman  St  Germain.  Do  you  feel  this  is  or  is  not  a  form  of  savings 
account — the  NOW  account? 

Mr.  Pehkins.  Mr.  Chairman,  it  has  elements  of  both,  and  it  may  wel! 
be  that  what  should  be  done  from  a  reserve  standpoint  is  have  a  sepa- 
rate category  of  reserves  where  you  have  the  true  demand  account 
which  has  no  interest  on  it,  then  you  have  the  NOW  account  which  has 
elements  of  both  and  has  a  lower  reserve  level  because  part  of  it  is  a 
savings  account.  That,  indeed,  was  what  was  done  in  New  England. 

And  then  you  have  the  savings  account  without  the  transaction 
powers  which  would  have  no  reserves. 

Chairman  St  Germain.  Then  why  do  you  say  that  we  should  restrict 
the  thrifts  to  offering  only  the  NOW  account!  It  seems  to  me  that 
your  testimony  recommends  that 

Mr.  Perkins.  No;  we  said  third-party  transaction  accounts. 

Chairman  St  Germain.  You  would  not  restrict  them  to  the  NOW 
account?  You  would  allow  them  third-party  transaction  type  of 
accounts? 
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Mr.  Perkins.  For  hoiiseliolds,  yes. 

Chairman  St  Germain.  I  do  wish  you  would  give— incidentally, 
you  and  tJhe  ABA — consideration  to  whetlier  or  not  there  should  be 
some  type  of  a  business  account  allowed  up  to  a  certain  point,  you 
itnow,  with  a  ivstriction. 

We  have  $40,000  insurance  on  accounts.  I  don't  think  that  we  would 
have  a  problem  legally  imposing  that  kind  of  a  condition.  Of  course, 
I  don't  like  to  do  tliat.  I  ajn  trying  to  give  you  as  little  regulaidon 
and  inhibitions  and  problems  as  possible.  But  if  there  is  a  consensus 
that  business  accounts  might  pose  a  problem,  until  you  have  a  phase- 
in  and  more  experience,  would  you  give  consideration  to  a  limited 
typo  of  account— .?! 0,000.  $15,000.  $20,000,  or  $40,000! 

Mr.  Perkins.  We  would  be  delighted  to  consider  that,  sir. 

Chairman  St  Germaix.  I  think  my  colleagues  have  a  few  more 
questions  for  you.  I  would  just,  like  to  make  this  statement,  and  that 
is,  that  as  we  proceed,  it  is  my  sincere  hope — and  T  think  that  of  quite 
8  few  people  in  the  Congress,  l>ecauso  T  have  spoken  to  some  of  my 
colleagues  who  are  aware  of  the  fact  that  these  hearings  are.  going 
on,  and  they  have  been  hearing  from  their  constituents  who  are  con- 
cerned that  they  might  lose  thf  advantage  that  they  have  recently  been 
granted  of  earning  intei-est  on  their  demand  deposit  accounts  through 
the  device  of  a  transaction  accoimt — that  they  want  something  done 
on  this  and  they  want  it  done  expoditiouslv,  and  in  time. 

Believe  mo.  if  we  start,  arguing  for  H.R.  7  in  this  bill,  if  we  start 
arguing  about  the  phaseout  of  regulation  Q.  and  we  are  going  to 
undertake  that.  IwHove  me— those  hearings  are  already  set.  If  we  argue 
about  the  elimination  of  the  differential,  then  certainly  we  are  going 
to  be  in  a  position  whoi-e  we  will  not  have  acted,  and  millions  of 
people  out  there  are  going  to  be  denied  this  long-overdue  opportunity 
to  earn  interest  on  their  demand  deposit  accounts. 

Mr.  Pehkixs.  Mr,  Chairman,  we  certainlv  agree  there  is  a  need 
for  action  and  a  need  for  action  this  year.  We  certainly  a^ree  that 
these  fhinirs  shoidd  be  done  for  tlie  benefit  of  the  saver. 

We  feel  that  there  is  a  certain  amount  that  can  be  done  without  too 
nnich  difficnlty.  and  we  are  not  in  the  position  of  trying  to  stem  the 
tide  or  stop  something  by  putting  too  much  with  it. 

We  feel  perhaps  that  a  Fed  bill  could  move  separately  from  a  NOW 
account  and  regulation  Q  relief  bill,  but  hopefully  it  will  relate  to 
the  resolution  of  the  transaction  account  issne. 

We  do  agree  with  the  Fed — if  NOW  accounts  and  the  related  costs 
are  imposed  on  the  Nation's  Federal  Reserve  member  banks  without 
having  i-esolved  the  problem  of  the  present  membership  burden,  then 
membership  attrition  will  increase,  Wc  have  trouble  seeing  how  you 
can  separate  a  lot  of  these  things,  but  certainly  the  question  of  the 
NOW  account  and  the  regulation  Q  go  verj-.  ver>'  closely  together. 
They  have  been  discussed  at  great  length,  and  I  think  there  is  a  grow- 
ing consensus  on  them. 

Chairman  St  Germain.  Well,  the  discus.sion  has  been  from  the 
ABA — that  has  been  flying  their  banners,  I  have  seen  their  planes 
going  overheiid— saying,  no  NOW  accounts  or  transaction  accounts 
for  the  thrift  industry  unless  the  differential  is  eliminated.  That  is 
the  only  discussion.  The  only  people  I  have  heard  from  who  want  to 
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eliminate  the  differential  is  the  ABA.  Honest  to  goodness,  I  haven't 
had  one  constituent  write  to  me  and  say,  "T  wish  you  would  eliminate 
the  differential." 

Mr.  W1LUAM8.  Mr.  Chairman 

Mr.  Perkins.  We  will  find  you  some  of  those  constituents.  But  as 
a  matter  of  fact  what  you  are  really  saying  is,  the  94-million  savers 
at  banks  should  be  disadvantaged.  "And  they  are  the  only  ones  who 
ai-e  disadvantaged 

Cliairman  St  Germain.  Well,  they  have  made  a  choice.  They  figure 
that  you  are  so  wonderful  in  money  management  that  they  would 
rother  have  their  money  with  you.  And  thank  goodness,  because  we 
need  a  strong  commercial  banking  system. 

Then  there  are  others  who  have  decided  and  opted  for  that  extra 
quarter  point.  Then  there  are  those  people — and  believe  you  me,  I 
don't  think  there  is  anyone  from  the  thrift  industry,  the  credit  union 
industry,  the  commei-cial  bank  industry,  that  can  explain  to  us  why, 
indeed,  the  people  keep  their  money  in  a  passbook  account  paying 
^^/i  percent  when  they  can  go  across  the  street  and  get  5^4  percent. 

There  are,  believe  me — let  us  face  it,  if  everybody  wore  going  for 
higher  rates,  you  wouldn't  have  5  cents  in  liousehold  deposits,  ex- 
cept for  perhaps  the  convenience  you  offer  them. 

But  you  know  when  we  had  the  FINE  study,  wc  had  people — 
banks  up  in  Maine — paying  3  percent  or  3i^  percent  on  their  savings 
accounts.  That  was  in  197.5. 

Mr.  Perkixs.  In  financial  habits,  people  have  a  lot  of  inertia.  But 
these  things  are  changing  as  witnessed  by  the  banking's  declining 
share  of  the  market.  You  can  ask  yourself  the  same  question.  Why 
do  people  buy  U.S.  Savings  Bonds  year  after  year  when  they  could 
get  a  higher  rate  on  Treasuiy  hills? 

Chairman  St  Germain.  Well,  6i^  percent  now,  and  in  addition  to 
that,  deferred  taxes. 

Mr.  Williams,  Mr.  Chairman,  we  concur  absolutely  with  your 
opinion  that  this  issue  should  be  separate  and  apart.  We  recognize 
that  there  are  other  issues  that  revolve  around  this,  but  the  credit 
unions  have  a  very  serious  problem. 

We  have  a  problem  of  checkerboarding,  if  you  will,  throughout  the 
United  States.  In  the  various  States,  if  I  might  and  T  would  like  to 
submit  for  the  record,  the  status  of  State  share  draft  programs 
throughout  the  United  States.  But  we  have  12  States,  for  example, 
where  credit  unions  have  express  authority  to  either  issue  share 
drafts.  NOW  accounts,  or  checking  accounts.  These  range  from  the 
State  of  Rhode  Island  all  the  way  to  the  State  of  Waahingtwi,  from 
the  State  of  Minnesota  all  the  way  down  to  Georgia, 

Then  we  have,  under  administrative  regulation  by  the  regulatory 
autliority.  seven  other  States  who  are  issuing  share  drafts.  In  18  other 
States,  under  either  formal  or  informal  administrative  approval  by 
the  attorneys-general  within  those  States  or  regulatory  bodies,  we 
have  them  also  issuing  them  in  18  States. 

So  we  have  some  very  serious  problem  that  the  checkerboarding 
effect  where  State-chartered  institutions  are  going  to  be  able  to  issue 
share  drafts  in  various  States,  very  legally  because  it  is  enacted  in 
the  law,  and  federally  chartered  institutions  are  not  going  to  be  able 
to  do  so. 
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With  your  permission,  I  would  like  to  enter  tliat  into  the  record. 
Chairman  St  Germain.  Without  objection,  so  ordered. 

Status  of  State  Shake  Dbapi  Pboobahb 

Tbe  following  gumma rtzes  tbe  status  of  share  draft  programs  at  atate-chartered 
credit  unions.  Currently,  ebare  draft  programs  are  being  operated  In  80  of  tbe 
46  states  that  have  state-chartered  credit  unions.  State-chartered  credit  nnlona 
in  an  additional  6  states  are  operating  other  programs  for  the  ^thdrawal  Ot 
credit  union  accounts  for  third-party  payments  by  member-held  InBtnunenU. 

States  with  share  draft  pTOgrams : 

A.  PUTsnant  to  explicit  share  draft  legislation : 
Georgia  Minnesota 
Idaho  Tennessee 

B.  Puraoant  to  administrative  regulations  (under  geoeral  powers  to  pnMde 
tor  withdrawals) : 

Connecticut  Oregon ' 

Florida  Vermont 

Maine '  Texas 

Oklahoma  ' 

C.  Pursuant  to  formal  or  informal  admlnlstratire  approval  (under  g«ienl 
powers  to  provide  for  withdrawals)  i 

Alabama  New  Hampshire 

California  New  Mexico 

Colorado  North  Carolina 

Hawaii  North  Dakota 

Indiana  Ohio 

Maryland  Pennsylvania 

Michigan '  Utah 

Missouri  Virginia 

Nebraska  Wisconsin 

States  with  other  forms  of  draft  withdrawal  programs : 

Kansas  (share  checking)  Nevada  (demand  deposit  checking) 

Maine  (NOWs)  Riiode  Island    (demand  deposit  chMH- 
Massachosetts  (NOWs)  ing) 

Montana  (sharechecklng)  Washington  (share  checking) 

States  with  no  draft  withdrawal  programs : 

Arizona  New  Jersey 

Arkansas  New  Tork 

Kentucky  South  Carolina 

Louisiana  West  Virginia 


States  with  no  State-chartered  credit  unions ; 
Alaska  South  Dakota 

Delaware  Wyoming 

District  of  Columbia 

'  Lesslily  of  *hare  ilnftg  confirmed  by  final  decltlom  lo  state  conrt  Utlntlaii. 

'  ReBulallanH  haaed  on  federal  powers  n>nrarmlt)>  provliloD  Id  itate  credit  anloB  lav. 

•  Lltlcstlon  OD  leiallty  of  Bbsre  dnf t>  cutreDtly  pendlas  Id  itata  court*. 

Chairman  St  Germain.  Mr.  Hollihan,  Mr.  McConnell,  do  you  want 
to  supplement  that  ? 

Mr.  McCoNNEix.  I  think  vre  would  only  say  very  briefly,  Mr.  St 
Germain,  that  regarding  the  philosophical  questions  raised  by  the 
ABA,  we  concur  there  are  serious  issues  involved ;  but  from  a  prag- 
matic standpoint,  we  wholeheartedly  feel  this  bill  has  to  move  the 
way  you  have  introduced  it. 
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Chairman  St  Germain.  Mr.  Perkins,  Continental  Bank  has  some 
large  corporate  depositors,  and  do  you  have  overnight  repurchase 
agreements  at  Continental  Bank  that  are  available  to  these  large  de- 
positors— about  $i  billion  worth  ? 

Mr.  Perkins,  We  don't  have  $4  billion  of  Repos,  but  we  have  a  lot 
of  them. 

Chairman  St  Germain.  Essentially  these  corporations  are  earn- 
ing interest  on  their  demand  deposits  by  these  overnight  repo  agree- 
ments, right? 

Mr.  Perkins.  As  a  matter  of  fact,  a  very  large  share  of  those  repos 
are  with  State  and  local  governments. 

Chairman  St  Germain.  But  nonetheless  your  large  customers  are 
earning  interest  on  these  repo  agreements. 
Mr.  Perkins.  That  is  right. 

Chairman  St  Germain,  Mr,  Hyde 

Mr,  Hyde,  Thank  you,  Mr.  Chairman.  I  read  the  statements  last 
evening  and  prepared  some  incisive  questions  that  I  am  sure  would 
confound  all  of  the  witnesses,  but  I  really  am  not  salivating  for  the 
answers,  having  listened  to  your  interrogation,  which  I  enjoyed,  and 
it  was  most  instructive,  so  I  will  forego  any  questions  at  this  time. 
Chairman  St  Germain.  Mr,  Barnard, 
Mr.  Barnard.  I  have  nothing  further,  Mr.  Chairman. 
Chairman  St  Germain.  Mr,  Wylie, 

Mr,  Wylie.  I  think  I  have  just  one  question,  but  the  answer  might 
be  rather  lengthy. 

The  distinction  that  we  are  attempting  to  draw  here  between  a 
savings  or  a  time  deposit  and  a  demand  deposit  and  a  transaction  ac- 
count IS  a  little  bit  bothersome  to  me,  and  we  have  gone  back  and  forth, 
and  I  tliink  you  came  up  with  the  right  answer,  Mr.  Perkins,  when 
you  said  that  perhaps  it  is  a  hyl>rid.  Maybe  it  is  a  little  bit  of  both  and 
not  altogether  either  one. 

But,  in  listening  to  the  testimony  now  for  3  days  and  trying  to  draw 
distinctions  among  savings  accounts,  time  deposits,  and  transactions 
accounts,  and  whether  there  should  be  interest  paid  on  some  but  not 
others,  I  have  come  to  the  conclusion  that  what  we  are  talking  about  is 
using  money  basically  for  two  different  purposes. 

One,  we  want  to  encourage  our  financial  institutions  to  have  avail- 
able to  its  customers  money  for  purposes  of  a  medium  of  exchange  in 
transactions  accounts.  I  don't  think  any  of  you  were  here  yesterday 
when  I  asked  this  question.  But  the  other  purpose  of  money  is  as  a 
store  of  value  in  savings  accoimts.  And  with  inflation,  money  as  a  store 
of  value  has  lost  a  considerable  amount  of  its  worth  which  has  been 
decreasing  ratlier  rapidly  with  inflation  diminishing  the  purchasing 
power  of  money.  There  is  more  and  more  pressure  to  allow  the  small 
saver  to  have  the  benefit  of  the  market  as  far  as  money  is  concerned  by 
permitting  money  market  notes  of  interest  on  savings  accounts  where 
people  use  money  as  astore  of  value. 

So  my  question,  therefore,  is,  can^  we  solve  our  problem  of  inflation 
for  the  small  saver  if  we  would  permit  interest,  say,  on  money  as  a 
store  of  value  to  rise  to  the  market  as  we  peg  it  to  the  money  market 
rates —  and  allow  for  a  regulation  Q  differential  on  all  money  which  is 
placed  in  the  housing  market — and  not  permit  interest  on  transaction 
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accounts?  Couldn't  we  solve  all  of  our  problems  at  wie  time  if  we  es- 
tablished some  sort  of  a  system  like  that? 

Mr,  Perkins.  Obviously,  Congressman,  we  would  have  to  study 
that.  You  i-aise  a  very  broad  issue.  My  initial  reaction  is  that  it  gets 
rather  more  com])lica.ted  than  it  needs  to  get. 

The  second  question  is  that  there  is  a  special  purpose  here  few- 
housing.  Mr.  Renner  may  liave  soma  problems  there,  bwause  you  get 
the  question  of  what  to  do  about  the  farmer.  In  that  community,  too, 
there  are  some  vpit  bmad  questions  that  I  would  really  want  to  think 
about  in  more  detail,  because  you  cover  an  awfully  broad  spectrum. 

Sir,  ^^''YI,lE.  Do  you  agi-ec  that  there  is  a  distinction  here,  though,  as 
far  iis  the  use  of  money  is  concerned  ? 

Mr.  Pkrktns.  Yes.  I  asn'co  with  your  basic  premise.  That  was  why 
I  raised  the  issue  of  what  they  did  in  New  England  from  a  regulatoiy 
standjTOint.  wliich  was.  in  effect,  to  have  a  separate  cat^;ory  for  this 
thiixl-pai-ty  interest -l>ea ring  transaction  account  and  have  a  different 
level  of  reserves  on  that  vis-a-vis  a  straight  transaction  non-interest- 
bearing  account. 

Mr.  Wylie.  IVliy  don't  we,  if  we  are  going  to  help  the  small  saver, 
just  permit  the  ceifing  to  rise  on  savings  accounts? 

5Ir.  Perkins.  That  is  our  suggestion,  sir.  but  we  suggest  that  it  be 
phased  in  over  a  period  of  yeare  to  fake  into  account  the  point  that 
the  chairman  mised — that  a  number  of  the  thrift  instituticms  and 
othere  say  that  if  it  came  too  quickly,  they  couldn't  afford  it  becauae 
of  the  veiy  liigh  level  of  long-term,  fixed-interest-rate  yielding  assets. 

Mr,  Wylie,  Does  anyone  else  cai-e  to  comment  on  iny  observation? 

Mr.  Heluf-  Yes,  Mr.  Wylie.  If  the  thrust  of  this  bill  and  the  cOTi- 
ceni  of  Congress  and  the  mai'ki't|>Iace  is  a  return  to  the  small  saver, 
which  is  more  equitable  in  relation  to  the  inflation  problem  than  not 
paying  interest  on  transaction — then  not  paying  interest  on  transac- 
tion accounts  seems  to  woik  in  just  the  i-overse  of  that. 

It  seems  to  me  that  we,  as  financial  institutions,  have  an  obligation  to 
pay  at  least  something  on  any  con.sumer  funds  that  we  are  making 
use  of. 

And  one  other  suggestion  that  might  reach  a  compromise  on  the 
regulation  Q  question  when  that  comes  up.  Maybe  you  could  raise 
regulation  Q  and  keep  the  differential,  and  that  might  give  the  banks 
some  of  the  options  tliey  need  and  still  give  the  emphasis  on  housing 
that  the  Congress  lias  been  concerned  with. 

ilr.  Wyi,ie.  But  do  shaie  <lrafts  or  SOW  accounts  really  benefit  the 
consume)?  And  I  refer  Irack  to  Representative  Annunzio's  c<mc«li 
yestenlay  that  if  in  fact  incieusos  the  cost  to  borrowers  and,  therefore, 
in  the  long  run.  there  is  no  substantial  benefit. 

Mr.  Hf.u,ie,  Mr.  Wylie,  our  experience  shows  that  tliat  will  not  be 
so,  and,  as  a  matter  of  fact,  as  Mr.  Hollilian  pointed  out  earlier,  we  are 
supplying  the  draffs— we  are  paying  the  data  processing  and  bank 
pi-ocessing  costs.  We  are  paying  diMdends,  and  instead  of  chai^ng 
$8  to  $12  for  nonsiiffici  cut -funds  checks  or  drafts,  in  this  case  we  are 
charging  $i  and  $5.  The  program  is  still  half  the  cost  of  the  banking 
cost  i)er  check,  and  I  think  those  factors  tliat  will  influence  an  increase 
in  lending  rates  are  the  recent  regulations  having  to  do  witli  longer 
term  and  higher  return  savings  yields. 
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I  think  that  will  eventually  bring  some  pressure  to  the  credit  union 
movement  as  well. 

Mr.  Wylie.  Mr,  Perkins,  on  that  point,  then,  I  think  we  are  going 
to  close  here.  I  think  we  have  covered  the  waterfront. 

As  Mr.  Hyde  mentioned  awhile  ago.  Governor  Partee  stated  yester- 
day that  this  is  not  a  panacea  for  small  savers.  Tlie  man  who  works  for 
wages  and  puts  his  check  in  his  checking  account  will  have  to  maintain 
a  minimum  balance  for  which  you  will  have  to  pay  for  the  services 
which  will  probably  exceed  the  interest  rates  and  that  can't  be  offset 
by  the  service  charges. 

Mr.  Renner.  AVell,  Mr.  Wylie,  there  is  no  free  lunch.  And  as  to  the 
cost  of  a  checking  account  to  a  credit  union  and  a  bank,  certainly  there 
is  a  difference.  We  have  to  carry  reserves  on  our  demand  deposits  while 
the  credit  union  doesn't.  We  nave  to  pay  some  income  taxes  and  the 
credit  union  doesn't,  so  obviously,  they  can  provide  checking  services 
for  much  less  than  we  can. 

If  wo  are  not  going  to  address  the  inequality  in  nil  of  this  then  I 
think  the  whole  is.siio  is  useless. 

Mr.  Wylie.  Wouldn't  it  be  better  to  encourage  tlie  saver  to  keep 
his  money  in  a  savings  account? 

Mr.  Renxer.  That  is  true,  but  then  I  have  to  wonder  if  the  Congress 
is  going  to  take  away  the  interest-bearing  share  draft  from  the  credit 
unions.  That  isthepracticalsideof  it,  aslseeit. 

Mr.  Perkins.  All  in  all,  I  think  what  we  arc  suggesting,  Con- 
gressman, is  that  the  consumer  get  a  choice.  If  he  decides  that  one 
type  of  account  is  pi-eferablc  to  another,  that  is  fine.  It  is  his  decision. 

Mr.  Wylie.  Thank  you  very  much. 

Chairman  St  Germain,  Mr.  Hollihan. 

Mr.  HoLi.iHAN,  Mr.  Chairman,  the  statement  made  concerning  credit 
unions  not  being  required  to  have  reserves  on  transaction  accounts  is 
not  correct.  We  are  required  to  have  reserves. 

Mr.  Rknxer.  Are  those  sterile  reserves,  or  do  they  earn  something 
for  you  ? 

Mr.  HoLLiiiAN.  They  are  i-eserves.  They  are  not  sterile. 

Mr.  Rk.v.ver.  Well,  they  are  earning  i-eserves.  Tliat  is  one  difference. 

Cliainnnn  St  Germain,  I  think  that  an  additional  answer  to  my 
colleague's  question,  irom  Ohio,  is  the  fact  that  the  New  England 
e.xpenment  veiy  definitely  proves  that  the  NOW  account,  in  other 
words  the  interest-bearing  third-party  payment  account,  has  been 
an  advantage. 

Yon  see  these  [leople — you  say  wouldn't  they  be  better  off  keeping 
their  money  in  a  savings  account.  The  point  is  that  people  do  nave 
to  write  checks  to  pay  the  electric  bill,  the  gas  bill,  that  is  gas  that 
goes  in  yonr  car,  and  all  these  other  bills.  In  fact,  they  are  going  to 
necil  them  more  and  more,  now  because  thoae  who  might  have  dnven 
to  tlie  gas  company  or  to  the  electric  company,  and  so  forth,  to  the 
oil  company  to  pay  their  bills  now  with  cash,  they  are  going  to  have 
to  use  cliecks.  So  they  don't  really  have  that  altamative. 

What  we  are  saying  to  them  is,  well,  yon  have  had  a  checking  ac- 
count, and  you  have  not  received  the  benefit  of  any  interest  on  this 
checking  account,  now  you  can  get  the  interest.  So  it  is  not  a  question 
of  saying,  well,  they  can  keep  it  in  a  savings  account.  People  need 
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checking  accounts  today,  and  this  gives  them — and  certainly  the 
tremendous  number  of  transaction  accounts  that  have  been  instituted 
in  the  short  period  of  time  since  the  regulations  were  promulgated 
indicate  that  tliere  has  been  an  advantage  to  these  consumers  to  use 
these  transaction  accounts.  Is  that  not  so,  Mr.  Perkins? 

Mr.  Perkins.  Yes ;  I  think  clearly  it  is  an  attractive  type  of  account. 
Tile  consumer  may  have  had  a  checking  account  and  he  may  have  had 
a  savings  account  and  he  may  have  been  very  busy  transferring  money 
every  time  he  wrote  a  few  checks,  and  the  NOW  account  worlra  it  out 
The  market  works  it  out,  and  presumably  the  consumer  benefite.  There 
may  be  charges  that  will  have  to  be  made  to  cover  costs,  but  this  is 
something  the  market  works  out — the  consumer  has  a  choice,  and  we 
have  equity  among  institutions. 

Chairman  St  Gkrmain.  As  a  matt«r  of  fact,  indeed  the  big  ai^oment 
when  we  first  allowed  the  NOW  account  experiment  to  evolve  in  the 
New  England  States  was  that  it  would  be  increased  cost  to  the  bor- 
rowers. That  has  not,  as  a  matter  of  fact,  come  about.  This  has  not  been 
an  increased  cost  to  the  borrowers. 

The  proof  is  in  the  pudding,  and  eating  that  pudding,  and  a  lot  of 
New  Englanders  have  been  eating  the  pudding  and  enjoying  it. 

Mr.  Wylie.  I  think  you  probably  answered  this  question  during  the 
morning,  but  I  just  want  to  pin  this  down.  Would  you  link  payment  of 
interest  on  these  transaction  accounts  to  money  market  rates ! 

Mr.  Perkins.  I  believe.  Congressman,  that  we  would  recommend 
that  you  raise  the  regulation  Q  ceiling  to  a  point  where  the  ceiling  is 
not  tiie  price,  it  is  truly  a  ceiling.  And  we  do  this  gradually  over  time. 
Within  that,  let  the  markets  determine  the  rate  rather  than  trying  to 
cast  into  stone  what  a  rate  should  be,  because  these  things  go  up  and 
tliey  go  down  and  they  change  rapidly,  and  I  might  say, 
Congressman-^— 

Mr.  Wtlie.  Well,  I  am  a  little  confused  right  there.  Would  you  tie 
transaction  accounts  and  savings  accounts  together  as  far  as  regula- 
tion Q  is  concerned  ?  You  said  you  would  allow  the  regulation  Q  ceil- 
ing to  go  up,  and  I  was  asking  specifically  about  transaction  accounts. 

Mr,  Perkins.  We  have  been  talking  about  it  in  the  same  context.  On 
the  other  hand,  we  were  just  discussing  a  moment  ago  the  possibility 
of  doing  wliat  is  being  done  in  New  England  now,  where  there  is  a 
,separate  rate  for  the  third-party,  interest -bearing  transaction 
account — a  separate  ceiling,  which  is  5  percent.  This  may  or  may  not 
l>e  the  same  as  the  ceiling  on  just  a  straight  time  deposit. 

T  sliould  say,  Mr.  Chairman,  too,  the  rate  on  loans  did  not  change. 
Tliis  is  a  market  function.  It  should  be  noted  that  a  lot  of  banks  in 
New  England  left  the  Federal  Reserve  in  order  to  get  more  earnings 
to  accommodate  cost  pressures,  just  as  a  lot  of  banks  have  had  to  raise 
service  charges;  these  things  have  a  way  of  working  their  way  out  in 
many  different  areas. 

Mr.  Wtlie.  Well,  the  point  I  wanted  to  make  there  is  that  if  yon 
did  link  these  transaction  accounts  with  money  market  certificates  and 
maintained  the  ceiling  on  regulation  Q — on  savings,  through  regula- 
tion Q — that  would  encourage  people  to  take  their  mcmev  out  of  sav- 
ings accoimts  and  put  them  in  transactions  accounta  Wouldn't  that 
reduce  the  stability  of  your  banking  operation  ? 
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Mr.  Perkins.  It  might,  or  it  might  not,  Congressman. 

Mr.  Wylie.  I  think  my  real  que^ion  is :  Don't  you  liav©  to  have  a 
aimilur  interest  rat«  or  almost  equal  interest  rate  if  this  is  going  to 
work  the  way  you  envision  it  would  work  ? 

What  would  you  think  about  that,  Mr.  Hoilihan? 

I  guess  it  is  not  really  a  question  for  him  as  much  as  it  is  for  the 
bankers. 

Mr.  Perkins.  We  have  all  kinds  of  interest  in  the  market  cwnplex. 
The  rates  are  set  by  day-to-day  movements  in  the  demand  and  supply 
of  funds.  Our  position  consistently  is,  set  a  ceiling  within  which  the 
market  can  operate;  get  that  ceiling  up  gradually  to  a  level  so  that 
that  ceiling  dx>esn't  b«;ome  a  regulatory  or  ccmgressionally  ordained 
price,  but  rather  becomes  a  ceiling  in  the  true  sense. 

Then  the  market  determines  the  rate.  And  if  the  consumers  want 
one  thing,  line.  If  they  want  another  thing,  fine.  It  is  up  to  the  bank- 
ers and  the  credit  unions  and  others  to  determine  the  price  they  offer  in 
a  competitive  market  environment.  Under  those  circumstances,  we 
believe  everyone  will  benefit, 

Mr.  Renner.  Perhaps,  Mr,  Wylie,  it  might  be  a  situation  where  you 
would  want  to  put  a  ceiling  on  the  transaction  accounts  initially,  and 
then  as  regulation  Q  is  phased  up  to  the  point  at  which  it  is  a  ceiling 
rather  than  a  floor,  then  it  could  be  possible  to  take  the  ceiling  off  the 
transaction  account,  and  let  markets  affect  the  rate  that  is  paid. 

Mr.  Wylie.  Senator  Mclntyre  says,  take  the  ceiling  off  the  NOW 
accounts,  the  transaction  accounts,  but  maintain  a  differential. 

Mr,  Perkins.  Same  powers,  same  rates. 

Mr.  Wylie.  Thank  you. 

Chairman  St  Germain.  I  would  like  to  correct  one  statement.  As  to 
the  fact  that  New  England  banks  have  left  the  Federal  Reserve,  we 
had  Frank  Morris,  who  heads  tlie  Federal  Reserve  in  Boston,  testify 
on  H.R.  2055  last  year,  and  this  question,  indeed,  was  asked  of  him, 
and  he  said,  no;  it  wasn't  because  of  the  NOW  account  but  because  of 
a  number  of  factors.  He  did  not  ascribe  the  flight  from  the  Fed  to  the 
NOW  account  alone;  he  merely  said  this  was  one  of  the  many  factors 
involved. 

Mr.  Perkins.  Mr.  Chairman,  I  agree  entirely.  Any  decision  is  a 
result  of  a  number  of  factors.  The  fact  remains  that  it  is  one  of  the  fac- 
tors. The  banks  in  New  England,  partly  due  to  this  and  partly  due  to 
other  factors,  have  been  the  lowest  earning  banks  in  the  country  and 
have  had  the  greatest  movement  out  of  the  Federal  Reserve  of  the  vari- 
ous Federal  Reserve  districts.  I  believe  that  is  correct. 

Mr.  Hyde.  Mr.  Chairman. 

Chairman  St  Germain.  Mr.  Hyde. 

Mr.  Hyde.  My  interest  has  been  flagged  about  a  couple  of  things  that 
have  been  said.  I  really  want  to  understand,  if  we  are  supportini?  the 
New  England  experiment  as  a  plus  in  this  NOW  experience — NOW  ac- 
count experience — would  the  ABA  support  transferring  the  New  Eng- 
land experience,  say,  to  the  Midwest  where  the  differential  still  exists 
on  non-NOW  accounts,  nontransaction  accounts,  but  no  differential  on 
the  transaction  account. 

Mr.  Perkins.  Our  position,  Congressman,  is  that  as  thrift  and  other 
depository  institutions  receive  third-party  payment  powers,  then  the 
differential  should  be  eliminated. 


,dhvGooglc 


380 

Mr.  Hide.  Well,  I  understand  that  general  principle.  So  then  your 
answoi"  is,  you  would  not  support  moving  tlie  New  England  status  quo 
to  the  rest  of  the  country, 

Mr.  Perkins.  Xo,  sir,  we  believe  that  would  be  inequitable.  That  is 
correct. 

Mr.  Hyde.  One  more  problem,  I  have  a  philosophical  pi-obleiii  with 
your  suggestion  that  Congress  considor  a  legislative  solution  to  the 
various  usury  limitations  in  the  States.  We  have  been  wrestling  with 
Arkansas,  which  has  a  contitutional  limitation.  Do  you  really  want  us 
to  preempt  State  constitutions  ? 

Mr.  Perkins,  This  is  a  very  difficult  philosoplncal  problem,  and  I 
share  your  dilemma.  The  best  of  all  worlds  would  be  if  the  various 
States  that  still  have  unrealistic  usury  ceilings  would  deal  with  them, 
because  as  changes  occur  at  the  Federal  level  while  you  still  have  State 
usury  restrictions,  it  creates  an  impossible  situation.  You  get  a  situ- 
ation where  there  is  a  nice  usury  ceiling  on  mortgages,  but  there  is  no 
mortgage  money  available  in  the  State. 

Mr.  TTi-DE.  Let  me  just  say  that  the  price  we  pay  for  Federal  systems, 
though,  are  certain  area.s — mainly  States  doing  things  the  rest  of  us 
don't  like.  But  for  Congress  to  tell  the  people  who  are  most  directly 
affected  that  we  just  disagree  with  their  usuiy  ceiling,  desirable  as  it 
is.  does  violence  really  to  a  principle  that  is  more  imijortant  than  the 
inconvenience,  even  profoimd  inconvenience,  that,  say,  some  States'  un- 
realistic usury  laws  imposes.  That  would  be  my  view,  and  I  would  be 
interested  in  just  how  far  you  want  us  to  go. 

Mr.  Rexxer,  Mr.  Hyde.  T  would  suppest  that  you  are  going  to  have 
to  look  at  the  bill  under  consideration  here  because  you  have  the  same 
problem  with  it. 

There  are  States  who  have  restrictions  against  interest  being  paid 
on  demand  deposits. 

Mr.  Hyde,  I  understand  that;  and  if  we  are  lepislating  for  those 
State  institutions  as  distinguished  from  Federal  institutions.  I  t^ink 
the  distinction  ought  to  be  made  tliere.  too.  Usually  one  will  follow 
the  other,  though.  But  when  you  get  into  constitutional  limitations, 
it  is  a  much  more  serious  problem.  Thank  you. 

Chairman  St  Oersiaix.  ilr,  Renner.  I  think  you  stated  that  you 
havp — how  large  an  institution  do  you  have? 

Jlr.  Renxer.  We  are  al>out  a  $S8  million  bank. 

Chairman  St  Gf.rmaix.  So  we  could  consider  you — I  hope  you  won't 
feel  insulted— but. a  sniall banker? 

^fi'.  Rexxer,  I  am  a  community  bank.  I  am  not  small.  I  am  big 
inmy  aien. 

Chairman  St  Germaix.  OTi!.  And  I  believe  that  you  also  stated 
that  you  have  ap|)roximatcly  HO  percent  of  your  money  in  home  mort- 
gage loans. 

Mr.  Rkxxkr.  Yes,  sir. 

Chairman  .St  Gehmaix.  Would  you  like  to  discuss  scmietime  my 
lu-oiuoting  legislation  to  give  you  tJie  differential,  so  you  would  get  a 
prize  for  that.  Because  frankly  T  think  you  deserve  the  differentiaJ, 
if  you  have  50  percent  of  youi-  money  in  home  mortgage  loans. 

Mr.  Rkxnkr.  Well,  why  just  give  it  to  me  ? 
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Chairman  St  Germain.  To  all — I  would  give  it  to  all  institutions 
that  have  that  kind  of  commitment  to  housing. 

Mr.  Kenner.  But  why  necessarily  tie  it  to  something^  Why  not  let 
it  run  free  ?  Why  tie  it  necessarily  to  mortgages  ?  There  are  some  areas 
that  don't  hiive  heavy  mortgage  demand,  but  they  have  demand  for 
agricultural  loans,  and  they  need  money. 

Chairman  St  Germain.  But  agricultural  loans  are  short  term,  are 
thoy  not  ? 

Mr.  Renner.  Not  any  more.  The  farmer  is  learning  to  live  with  debt. 
He  can't  get  rid  of  it.  Farming  is  capital  intensive;  it  is  not  labor 
intensi\e any  longer. 

Jlr,  Perkins.  The  same  can  be  said  for  job-creating  business  loans. 
More  and  more  they  tend  to  be  interim  term  maturities, 

Cliainnan  St  Gerbeain.  Long-term  maturities! 

Mr.  Perkins.  Oh,  7  years,  that  type  of  thing.  Amortized. 

Chairman  St  Germain.  Well,  I  would  leave  you  gentlemen  with  <me 
thought,  and  it  comes  from  the  hearing  this  morning,  as  well  as  the 
hearmgs  we  have  held  on  the  2  previous  daj'S.  And  that  is,  you  know 
that  marketplace  everybody  talks  about,  it  must  be  an  awfully  strange, 
stark,  and  mysterious  and  dangerous  place  because  everybody  tells  us, 
ti-ead  \'ery  cautiously — proceed  with  extreme  care,  when  you  are 
going  into  that  marketplace.  So  that  is  what  I  am  learning  from  these 
hearings — how  to  be  so  guided. 

I  want  at  this  point  to  thank  the  panel  for  their  assistance  and  their 
participation  and  what  I  know  will  be  their  continued  assistance  in 
these  deliberations  that  will  go  on  for  a  period  of  time. 

The  subcommittee  will  be  in  recess  until  10  a,m. 

The  subcommittee  will  stand  adjourned. 

[Whereupon,  at  12:45  p.m,,  the  hearing  was  adjourned,  to  recon- 
vene at  10  a.m.,  on  Tuesday,  June  12, 1979.] 
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THE  CONSUMER  CHECKING  ACCOUNT  EQUITY  ACT 
OF  1979 


TUESDAT,  JTJira!  12,  1879 

House  of  Representativbb, 
Sdbcomuittee  on  Financial  Institdtions 

Supervision,  Regulation  and  Insukance, 
CoMMnTBB  ON  Banking,  Finance  and  Urban  Aipairs, 

Washington,  D.C. 

The  subcommittee  met  at  10 :05  a.m.  in  room  2128  of  the  Rayburn 
House  Office  Building,  Hon.  Femand  J.  St  Oermain  (chairman  of 
the  subcommittee)  presiding. 

Present :  Representatives  St  Germain,  Annunzio,  Hanley,  Minish, 
Wylie,  Hyde,  Hansen,  Leach,  Campbell,  and  Bethune. 

Chairman  St  Germain.  The  subcommittee  will  come  to  order. 

This  week  we  resume  hearings  on  transaction  account  legislation. 
Reacting  to  the  U.S.  Court  of  Appeals  decision  of  April  20,  our  first 
hearing  was  held  on  May  15  on  tne  provisions  of  H.R.  3864j  which 
seeks  to  at  long  last  deal  with  the  archaic  prohibition  against  interest 
on  demand  deposits  by  providing  access  for  all  consumers  to  an  inter- 
cst^bearing  account.  Tn  my  opening  statement  on  May  15,  I  urged 
that  we  not  allow  this  forum  to  be  used  for  end  runs  on  the  bill  and 
that  we  resist  efforts  to  bog  the  simple  transaction  account  issue  down 
by  intertwining  a  number  of  other  issues. 

On  May  22,  the  President  submitted  his  financial  reform  measure 
which  endorsed  the  payment  of  interest  on  checking  and  related  trans- 
action accounts.  We  will  be  hearing  from  the  spokesman  for  the  ad- 
ministration, Deputy  Secretary  Robert  Carswwl,  this  Thursday. 

Even  though  I  disagreed  with  the  President's  tying  the  controver- 
sial issue  of  variable  rate  mortgages  to  the  issue  of  small-saver  equity, 
I  nevertheless  pledged  the  fullest  cooperation  of  the  subcommittee  in 
reaching  an  early  judgment  on  the  President's  proposals.  The  bulk  of 
these  proposals  are  either  now  under  consideration  by  this  subcom- 
mittee or  will  be  in  the  near  future. 

Notwithstanding  the  fact  that  the  President  properly  submitted  the 
question  of  variable  rate  mortgages  to  the  Congress,  unfortunately 
tne  Chairman  of  the  Home  Loan  Bank  Board  saw  fit  to  approve  uni- 
laterally regulations  authorizing  variable  rate  mortgages  nationally 
for  all  federally  chartered  savings  and  loan  associations.  Chairman 
McKinney,  in  his  appearance  before  this  subcommittee  on  May  15, 
while  supporting  the  provisions  of  H.R.  3864,  on  that  occasion  did  not 
tie  his  support  to  the  variable  rate  mortgage  question. 

Inasmuch  as  the  regulations  promulgated  by  the  Board  become 
effective  July  1,  I  have  asked  the  witnesses  this  morning  to  expand 
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their  testimony  to  encompass  the  subject  of  variable  rat©  mortgages 
nnd  to  comment  particularly  on  bills  relating  to  the  subject  now  peod- 
inft  before  this  subcommittee,  H.R.  38  and  H.R.  1733. 

Our  witnesses  this  morning  are :  Henry  B.  Schechter,  director, 
department  of  urban  affairs,  AFL-CIO;  Kathleen  O'Reilly,  execu- 
tive director,  Consumer  Federation  of  America;  Robert  Gnaizda,  im 
behalf  of  Gray  Panthers:  and  Johnathan  A.  Brown,  Public  TnteraBt 
Research  Group. 

I  would  ask  all  the  witnesses  to  approach  the  witness  table,  please. 

Ms.  O'Reilly.  I  imderstand  that  you  have  a  tight  schedule  this 
morning  and  that,  for  the  purpose  of  quesdoning,  you  do  indeed 
have  to  leave.  Is  that  correct  ? 

Ms.  CEeillt.  I  wonder  if  we  might  have  a  procedure  where  we 
all  testified  then  answered  questions  collectively.  Would  that  poae 
any  problems? 

Chairman  St  GEHMAI^f.  No.  That  is  what  we  intended  to  do,  is  to 
have  you  all  testify  and  then  answer  questions.  Fine.  We  will  allow 
you  to  present  your  testimony  first. 

STATEMENT  OF  KATHLEEN  F.  O'REIZXT,  EXECUTIVE  DULECTOK, 
COKSUUER  FEDERATION  OF  AMERICA 

Ms.  O'Reilly.  At  its  most  recent  annual  meeting  in  WashingttHi 
thia  past  February,  CFA's  membersliip  again  enthusiastically  and 
overwhelming  passed  a  resolution  in  support  of  the  right  of  consum- 
ers  to  have  access  to  transaction  accounts  at  depository  instituti<»is, 
particularly  share  drafts  offered  by  credit  unions,  which  truly  are 
consumer-owned  cooperatives.  In  fact,  our  enthusia^n  for  share 
drafts  led  CFA  to  file  two  amicus  bnefs  in  the  litigation  that  is  the 
catalyst  of  this  legislation. 

We  are  very  supportive  of  transaction  accounts  because,  aa  stated 
in  our  brief,  OFA  is  persuaded  that  they  are  plainly  in  the  publicin- 
terest.  TIipfc,  pi-ogiams  inci-ease  competition,  provide  an  alternative 
source  of  financial  services,  and  also  assist  in  accommodating  groups 
of  low-income  consumers  who  traditionally  have  relied  heavily  on 
expensive  and  inefficient  money  orders  for  the  payment  of  many  of 
their  bills. 

Today  we  urge  that  tiie  Banking  Committee — and  CfMigrees — act 
expeditiously,  because  as  the  clock  ticks  between  now  and  January  1, 
it  ^  important  that  consumers  have  the  legislative  assurances  that 
there  will  not  be  a  disruption  of  these  transaction  accounts. 

To  those  who  suggest  that  particularly  NOW  accounts  represent 
a  burden  on  consumers,  resulting  in  an  increased  service  chai^  which 
more  than  offsets  the  interest  accrued  on  NOW  accounts,  we  checked 
yesterday  witli  the  Federal  Reser\"c  Board  in  Boston  to  obtain  thnr 
most  recent  data  on  what  those  tradeoffs  have  been  in  New  England. 
Their  statistics  domon^jtrato  that  in  November  1078 — ^the  most  re- 
cent data  available — all  commercial  banks  in  New  England  cnmu- 
lativelv  paid  $a.683.0nO  in  interest  on  NOW  accounts  and  only  billed 
$323,000  for  charges  on  all  services. 

This  presents  graphic  evidence  that  payouts  in  interest  on  NOW 
accounts  far  exceed  service  charges. 
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Chairman  St  Germain.  Excuse  me,  I  think  that  is  a  very  important 
point.  According  to  the  Federal  Reserve  Board  study,  for  the 
year 

Ms.  O'Reilly.  They  prepare  data  on  a  monthly  basis.  There  is  typ- 
ically a  6- month  lag  time. 

Chairman  St  Germain.  Correct.  And  the  latest  figure  they  have 

Ms.  O'Keilly,  November  of  1978,  which  is  consistent  with  previous 
montlis.  In  other  words,  there  is  an  uninterrupted  pattern. 

Chairman  St  Germain.  And  for  that  month,  the  payout  to  the 
consumers 

Ms.  O'Reilly.  In  New  England  commercial  banks  on  NOW  ac- 
counts alone  paid  interest  in  the  amount  of  $8,683,000. 

Chairman  St  Germain.  And  the  charges  ? 

Ms.  O'Reiu.y.  $32.'!,0OO,  for  all  service  charges. 

Chairman  St  Germain.  For  a  profit  to  the  consumers  of  $8.3  mil- 
lion plus  i 

Ms.  O'Reilly,  Yes,  For  mutual  savings  banks  in  the  New  Eng- 
land area,  an  interest  payout  on  NOW  accounts  of  $4,056,000.  Im- 
posed service  charges  $219,000,  Again,  a  vast  disparity  between  the 
interest  paid  and  the  charges  billed. 

Chairman  St  Germain.  This  includes  all  charges  ? 

Ms.  O'Reilly.  All  service  charges,  ri^ht.  No  evidence  of  a  dis- 
proportional  increase  in  service  charges  since  the  implementation  of 
NOW  accounts. 

For  the  S.  &  L.'s  in  New  England — again,  for  the  month  of  Novem- 
ber 1978 — $1,7.5.^.000  paid  in  interest  on  NOW  accounts— service 
charges  of  $96,000. 

Cleaily,  consumers  are  accruing  more  in  benefits  from  NOW  ac- 
counts than  are  being  imposed  for  service  charges. 

It  should  also  be  noted  that  if  those  consumers  who  have  routinely 
been  issuing  large  niimbers  of  checks  under  so-called  fre«  checking 
services  are  now  forced  to  pay  a  charge  for  those  checks  in  order  to 
more  realistically  accommodate  the  cost,  we  respond  that  this  develop- 
ment is  in  the  public  interest — ^particularly  in  light  of  the  schizo- 
phrenic approach  of  those  financial  institutions  which  on  the  one  hand 
try  to  wean  customers  from  the  paper  system  which  is  so  expensive 
and  unwieldy — leading  them  into  the  EFTS  system — and  yet  on  the 
other  hand  promote  "free  checking"  which  undermines  that  goal. 

To  those  who  suggest  that  low-income  consumers  are  particularly 
(lisadvantaged.  wo  point  out,  that  as  documented  in  the  EFTS  Com- 
mission i-eport,  approximately  one-fourth  of  the  households  in  this 
country  have  neither  checking  nor  savings  accounts.  And  even  those 
checkinff  and  savings  accounts,  are  typically  of  a  modest  level.  Accord- 
ingly, the  lower  strata  of  the  economic  ladder  are  not  the  households 
wliicli  typically  actively  participate,  in  either  the  checking  or  savings 
account  system.  Thus,  that  argument  is  far  from  compelling. 

As  to  variable  rate  mortgages,  we  take  this  opportunity  once  again 
to  oppose  \igorously  variable  rate  mortgages  and  to  address  specifi- 
cally our  concern  that  the  Federal  Home  Loan  Bank  Board  recently 
has,  in  a  shocking  affront  to  Congress  and  to  the  public,  unilaterally 
moved  in  a  decisionmaking  process  which  appears  to  violate  both  the 
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spirit  and  the  subtsance  of  the  Administrative  Procedures  Act.  Thmr 
decision  was  made  without  any  opportunity  for  comment  by  the  public 
or  by  Congress,  As  a  practical  effect  it  is  nothinff  more  than  an  amend- 
ment— a  very  drastic  amendment — to  their  regulation  which  went  into 
effect  in  January  allowing  the  variable  rate  mortgage  in  the  California 
market. 

We  also  note  that  in  that  laundry  list  of  so-called  c(Hisumer  safe- 
guards that  accompany  the  January  Federal  Home  Loan  Bank  Board 
regulation,  one  of  those  so-called  safeguards  has  been  stricken  from 
the  new  proposal.  That  provision  is  the  geographical,  regional  consid- 
eration of  assuring  that  there  only  be  the  allowance  of  VRM's  when 
necessary — and  omy  to  that  extent — to  strike  a  competitive  balance 
between  Federal  and  State-chartered  instituticHis. 

As  we  have  repeatedly  expressed,  CFA  does  not  think  that  the  bo- 
called  consumer  safeguards  adequately  overshadow  the  ^^mficant 
anticonsumer  effects  of  variable  rate  mortgages.  Above  and  beytnd 
the  substance  of  our  opposition,  we  think  there  has  been  an  offensive 
violation  of  the  processes  encompassed  in  the  APA. 

[The  Federal  Reserve  Bank  of  Boston  statistics  referred  to  in  the 
oral  statement  follow ;] 
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Chairman  St  Geruain.  Actually,  you  cite  the  strikiiig  of  a  consumer 
safeguard.  The  very  act  of  promulgating  VKM's  or  authorizing  them 
nationally,  in  effect,  was  the  striking  of  that  comparability. 

Ms.  O'Reilly.  Minimally,  it  is  a  repeal  of  a  provision. 

As  to  the  California  experience — which  is  so  routinely  used  as  the 
showcase  example  of  why  VRM's  should  be  allowed — CFA  points  out 
that  during  the  past  year  there  has  been  a  cumulative  increase  in  that 
rate  of  three-eights  of  1  percent.  In  and  of  itself  that  is  obviously  not 
enough  to  lead  to  a  dramatic  and  comprehensive  consumer  revolt  in 
Califomia^although,  checking  with  the  California  Banking  Depart- 
ment, they  indicate  that  they,  and  California  S.  A  L-'s,  have  received 
hundreds  of  letters  of  opposition  from  consumers  based  on  the  in- 
crease. Also,  as  people  who  are  students  of  the  California  market  are 
quick  to  point  out,  proposition  13 — because  it  has  reduced  property 
taxes  by  as  much  as  50  percent^has  more  than  outpaced  what  other- 
wise would  be  at  least  a  short-term  psychological  revolt  to  the  VRM 
index  increase. 

Thus,  relying  on  the  many  factors  that  we  have  pointed  out  in  pre- 
vious testimony,  CFA  does  not  think  that  the  California  experience 
is  representative  of  what  would  happen  in  the  country.  Accordingly, 
we  would  urge  Congress  to  assume  the  responsibility  and  leadei-snip 
needed  to  prohibit  variable  rate  mortgages  because  of  their  inflation- 
ary, discriminatory  effects,  their  shift  of  the  risk  and  judgment  fac- 
tors from  the  lender  to  the  consumer. 

Thank  you. 

[Ms.  O'Reilly's  prepared  statement,  on  behalf  of  the  Consumer 
Federation  of  America,  follows :] 
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EFTS  ConlMion: 


offeror  i>  i-equirFd     M«i  Bsra  coitlT  (Mc-ASc).     »■•»  at 


Siailarly  ■  19TT  lurv*;  of  caniumrT  crcdic  prtpuad  b>  th*  Doinraity  of 


Eo  variable  rice  nTtB'ges  (VRH'i)  aoil  Co  apecifically  deplore  the  ncai 

■DTEBitM  nationwide  Over  and  above  our  diaatrecHac  -ich  the  auliitaii. 
of  thac  deci  ion  vt  ttf  ali-ucV  bv  ile  ilii^cVinE  diireEird  toi  both  tbe  1< 
«l  the  apirit  of  the  Mniniittat Ive  F[o<^edurcB  Act.     Eaaancially  vtaac 


tially  awnd  that  icEulation  Co  include  the  vhol 
CO  both  the  Congre«>  jind  the  pub  ic  in  that  neil 

the  gcoftaphic  conaidaracion  chat  vw'g  >idu1i1  be  allowed  only  if  and  Co  the 
entent  thac  they  are  ntcaaaary  to  atrike  ■  eoapeciciva  balance  baCwean  tadaial 
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VSH'i  pow  Mrtoui  antl-eoDsiBep  problcns.     (7A  baa  biatorlBillr  oppoMd  VKX'a 
for  a  nu^wr  of  tulle  reaioni  iftaieh  have  beco  Biiiiiaerat«d  lo  tcae  datall.  dorlDC 
pi«vliKia  Sanate  and  Houaa  baaringa.     In  ci^htt  faabloD  our  oppoaltion  li  baa*d  on 
tbe  fact  tb*t:  1)  ■■  CDoeliidsd  by  tfaa  Itunt  Cca^Kloa,  VRH'a  lofalrlj  ablft  tba 
lBt«r«at  rat*  rlak  fros  tba  Icndap  to  tha  borrovar  tbna  craatlof  potantlil  op  and 
dovnivlDg  fluctiutloDa  la  tha  Bsnthlr  payaeot.     Beoauae  tbeae  flnctnatlona  do  not  - 
aecssaarlly  ntnclde  vltb  fanlly  Iscoaa  fluetoatlona  tb«7  can,  tbsrafora,  cauae 
ftally  budgat  planning  dlfflonltlaa  and  raaultaot  bardablp*{  Z)  mJC'a  (aa  ackncirledgad 
bf  forasr  Cbalraao  Boaar)  poaa  dlacrlmlBatorjr  elTaeta  on  waaD,  raetal  mlDOritlaa 
and  th«  elderly  <Aia  do  not  tredltlonally  ben  the  i^Mrd  ecODoale  aoblllty  to  diinn- 
atrate  to  cnitloui  uadenrlteTa  tbat  oot  onlr  can  tfaey  neet  the  enrrent  aoattaly 
payneot  but  that  additionally,  they  can  abaorb  future  lnr-reaaes|  3)  lack  of  prewar 
knovledge  by  bbrrovera  of  Intareat  rate  tranda  io  tba  econoay  and  the  cc^lazlttea 
of  tha  VKH,  open  up  nev  opportunltlea  for  exploitation  of  cooanBara  by  leDdnr*; 
U)  alt«matlve  approacbea  far  alleviating  tha  ^vlleal  booa  and  buat  crlaaa  pf  tha 
thrift  industry  aliould  b*  uplored. 

The  Federel  Ifaoe  loen  Bank  Board  haa  Bade  llttla  progreaa  In  aifdreaalng 
nudsaaatal  eooniBer  cancerna  Invalviiig  the  VRK.     Id  ita  July  A,   19TS  Propoaed 
Alternative  Hortgege  InstrvBentE  Stateaeat,  the  THLBB  prefaoeB  Ita  propoaal  vlth 
a  reference  to  Iti  MOBS'  project  (Altarnattva  Mirtgage  InatTUBontl  BeBeirch  atnd]-)- 
It  states  that  the  "finding!  indicated  e  preaent  and  graving  need  for  sltemattv* 
BDrtgage  instrUBeata...",  and  further  that  '■■•Hany  borromra  uant  and  need  a  choice 

of  bCKe  fioenee  arrangeaaota.*     Tet  that  study  Inelvded  tba  ranlta  of  a  national 
lurvey  of  honaeboldi  Mileb  deaonstrated  that  even  a»«i»inf^  a  j^  dlffaraatlal  («bleb 
does  nut  exist  la  Cellforala  vbere  the  onnhelslng  VBM  activity  baa  baan),  S2£  of 
thoaa  surveyed  reaponded  that  they  do  not  like  the  VRM  and  only  lOf,  iadleatad  that 
thay  Mould  like  it. 
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The  MORS  atv^  alao  attavted  to  rabut  th*  arsiaBnt  tbat  IBN'a  do  not  dlia^alute 
■gilnit  lonr  Ineoae  or  minority  gronpi.     Ttn  Bajor  rasolatarr  davalcpBoat  •ffsetlnc 
BUi's  Id  Cilirornla  In  recmt  yntt  hsi  been  the  deTslopHnt  of  co^nhaaslT*  BOdal 
filr  iTidlDg  •Dd  aotl-radliDlDe  regnlatliaiE.     Th*  d«Talo|i— Bt  of  thaaa  rscBlatlou 
ticgan  only  a  fn  Bontbi  after  the  mora  to  VRM'i  bcBao.     Ttaaae  raculatloea  fa*«*  l>««a 
Id  affact  slace  Augnat  I,  I976,  and  until  no*  taavn  affacted  only  Btata-Ueaiued 
S&L'a,  tha  very  StiL'*  that  ban  alao  ■and  tonard  VltM'a. 

nw  develoFoent  and  l^lomntatloo  of  tfaaae  rssnlatlona  baa  been  a  Bajiir  atlanlnt 
■Dconrasing  wm  liberal  nDdenrMtlnB  by  atata-lloanaad  SU.'a,  and  aay  ban  Hira 
tban  offaat  th*  atlmlna  to  Hin  reatrictlve  nndarvrltlns  canaad  by  VRM'a,  partteolarly 
glvan  the  aluEBlahneaa  of  the  Index.     Juqt  aaalrala  of  ttie  dlatribubiooal  affaeta  of 


VRH'a  In  CBllforcla  vhleb  doai  not 
by  tbe  davalopBCot  of  the  fair  lend 
vorthlea*. 

<»  analyiini  the  Cal 

eighth  of  an*  pircei 

f  three- tenth!  of  one  pen 


■  lifomia  Bankinc  Depaitn 
e  eiqihaaiied  that  becauae 


aod  analyxe  Id  detai: 
ntl-radliDtng  r^gulatl 


eived  by  <^: 


tla  effaeta  eanaad 


e  variable  rate  -arCMB 
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A*  to  the  lo-called  coaniBer  ufegoirOi  in  tlia  FRLBB  propoul,  tbajr  ira  ludailiuta . 
(•)     ■Ide-bjr-il.da  eo^irlioD 

The  "docuBentad  eholca"  la  Ironically  faiiiliir  to  the  Board'a  1973  'fUad  rate 
option"  apprcMCb,  ao  approach  lAlcb  xaa  dlacarOad  br  Ctaalraao  Bnaar  In  1975  ai 
unvorkatile.     Flrat  It  it  not  clear  how  thia  resulatini  vould  be  enforced.     Mi*t  the 
coamaar  aign  a  copy  of  the  aide-by'ilde  coqiarlaoa  for  the  lander  to  k*ep  on  record 
for  spot  check  revlea  by  the  Bank  Board  exaoliiart     Or  But  connvera  rely  on  the  aere 
proalae  of  tha  lender  to  offer  the  uof^aTiaonl     Will  the  alde-by-alde  llct  only  the 
percentage  rata,  and  oontbly  paysenta  or  «1U  It  Include  aU  tba  termi  lAildi  a  lender 
can  so  eaatly  aaolpolata  to  nud«a  the  conainBr  Into  a  WRM?     Tboae  'otber  t«r»«" 
include  prepeyiHnt  penaltiea,   nirvey  and  tpprataal  .faea,  credit  checka,   uaalnatloo 
of  title  fee.requlraeenta  aa  to  fire  Iniuranee,   Interla  blndera,   aenrlee  of  tax 
certificate,  deed  preparation  fee,  trust  preparation  feea,  reeordetion  fee,  truat 
recordation  fee,  truat  or  deed  ootlDg  fee,  notary  fees,  aan^itloo  fee,  advance 

Hon  curluua  that  In  an  era  lAiere  lendera,  rcEulator*,  and  certain  Hcaber*  of 
Conareia  are  icreanine  about  too  auch  dtidoaure  and  too  wuch  papermrk  for  poor 


they  HDuld  have  u(  believe  and  vhlch  t 
■epared  to  dramitleally  Incraaae  the  nnn 


(b)  index 

The  cocauner  vould  face  the  olghtBariah  apectre  of  trying  to  aaae 
sare  a  variety  of  Indicea-      Supposedly  the  approved  Indlcea 

(I)  have  proven  reliability  In  novlng  irith  narkat  Intereat  t 

(II)  are  beyond  the  Influence  of  the  aaaoclatlon  ualng  It 
(Hi)  can  be  clearly  explained  In  alople  tenia  to  proipectlv 

Hlth  the  al'd  of  publicly  available  Infomatlon,  an 
ubstantlBlly  free  fro*  nnipulatlon  by  peculiar  ec 
factora. 
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.  .  Hilt  lounat  raaionible  enougli  unless  ycu  Vaou  htw  co^llcitefl  such  m 
it.  Hio  could  aak  for  ■  better  exsqile  th«n  the  ezi^le  Uie  Board  offeri 
tbejr  muU  eonilder  ipprovliiB  -  tun  wMcn  Uii  Fidni  iicnc 


Can  igr  oo«  tTfoa  vlth  ■  itralglit  tice  that  Un  airarea*  BniniMar  (or  MidMr  of 
CoDgrell)  ■DDld  naderataad  tbat  ludei? 

Ha  onoMt  help  bnt  oote  an  Intareatlng  change  betman  tb*  'Ufa ft'  pRVoaal  odS 
tha  final  prsiiDaal.  Orlstmlly  It  m*  spaUad  oat  tbat  a  aairlnBa-and-loab  eoM-of- 
funda  IDdBi  (■■  Don  oaad  In  CaUfOmla)  Hold  mt  ba  apprcrad.  nia  woU  cartalalr 
be  eoiaiatagt  vltb  tb*  MCmtS  codcIiuIdd.  let  Id  tba  final  prepoaal  tbat  elaan  la 
dalatad.  On*  out  nevar  undarsatlBtte  tbe  iKnerful  Ipflnanee  of  tba  Chllfenla 
«ivliis>  and  loao  Induatrrl 

<a)  9^  VBH  poittoUo  eelllng 

Tbli  MfagiMrd  trvl7  l*  an  aOnoce  bat  K  atill  Indagiata.     If  tba  flxad  rata 
■Drtaasa  la  aa  popular  ai  ereiTiaie  mapecta.  It  la  far  fr«B  iDCOCwalvaU*  tbat  at 
t<me  point  daring  tba  jaar  tpoteDtlallr  very  wrl;  la  tba  raar)  tb*  ^  es^ttad 

to  fixed  rate  nortgagBa  muld  ban  been  uaed  up  and  tha  aiaai   mold  bava  tha 

clialea  of  a  VRH  or  notblng. 

(d)  4tloo  of  anaodlng  tha  tara  of  tbe  loan  lAwn  paTaanta  Ineraaac 

nila  eooaiBar  option  1*  of  llaltad  valne  baoauaa  Initba  aarljr  reara  of  ttM 
loan  (abao  tba  coaaiBsr  miild  ^n>l<>all7  ba  aaat  auloBB  to  foraatall  Ineraaaad 
■ontbly  pajaanta)  It  wnld  take  bnt  a  nodaat  incTMae  [H  -  ^)  to  r«aab  tbe 
W  rear  Ualt. 

All  tbe  aucgeatlona  that  VRM'i  ahould  be  allonad  baeaoM  SooaoBara  araad 
vlth  fall  InfomatioD  oan  aake  Inforaad  cboieaa,  IgDorBa  a  doiibla  raalltr! 
1)  not  all  Hrketi  arc  co^atltlve;  S)  natlDsvlte  Ufif  of  eoDanara  do  net  ■ort«ai 
ihop  baroDd  1  Inatltutlon  and  In  Callfomle  60t  don't  nortsasa  ahop  bejoad  1 
Inatltutlcn  (aa  dociaented  In  the  AMDIS  atudr)* 
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Chairman  St  Gehmain.  Thank  you,  Ms.  O'Reilly. 
Incidentally,  without  objection,  we  will  put  the  prepared  state- 
ments of  all  the  witnesses  in  the  record. 
Now  we  will  hear  from  Mr.  Schechter,  representing  the  AFL-CIO- 

STATEMENT  OF  HENBT  B.  SCHECHTER,  DIEECTOR,  SEFABTHEHT 
OF  nSBAH  A7FAIS8,  API.^0 

Mr,  Schechter.  Mr.  Chairman  and  members  of  the  subcommittee, 
I  appreciate  the  opportunity  to  present  before  you  the  views  of  the 
AFL-CIO  on  H.R.  3864,  the  Consumer  Cliecking  Account  Equity 
Act  of  1979,  H.R.  38,  and  H.R.  1733,  dealin^r  with  the  variable  interest 
ratf"  mortgage  and  related  issues. 

The  chairman  itcted  with  commendable  alacrity  in  introducing  H.R. 
3864  in  the  wake  of  a  court  of  appeals  decision  of  April  20  ruling 
transaction  accounts  and  share  draft  accounts  to  be  illeeral.  In  view 
of  the  fact  that  there  are  several  million  accounts  of  this  type  with 
an  aggregate  deposit  amount  of  $9  billion,  it  certainly  is  in  the  interest 
of  the  several  million  depositors  as  well  as  the  financial  institutions 
holding  the  depyosits  and  the  communities  in  which  they  are  situated 
to  establish  unequivocally  the  authoritv  for  such  accounts  and  avoid 
a.  jrreat  deal  of  inconvenience  and  pos-sible  economic  turbulence. 

Since  the  court  gave  the  Congre-ss  until  flie  end  of  this  year  to  cor- 
rect the  lack  of  authority  for  checking-type  accounts  that  have  been 
established  by  thrift  institutions,  it  is  in  the  public  interest  to  have 
this  bill  passed  without  delays  that  would  be  occasioned  by  encumber- 
ing it  with  other  issues,  some  of  which  are  related  and  important,  and 
should  be  borne  in  mind. 

The  general  principle  of  the  bill  that  checking-type  accounts  by  all 
types  of  depository  institutions  should  be  allowed  throughout  the 
country  was  pi-eviousiy  endorsed  by  the  AFL-CIO  in  1977. 

The  proposed  legislation,  therefore,  would  really  bless  with  legality 
a  situation  which  already  exists  to  a  significant  extent. 

Since  the  transaction  accounts  will  represent  funds  that  are  avail- 
dble  for  daily  payments,  they  will  be  part  of  the  money  supply  and 
thev  should  be  subiect.  to  reserves  as  provided  for  in  H.R.  3864. 

There  is  also  every  expectation  that  there  will  be  increased  competi- 
tion between  institutions  to  attract  the  various  types  of  transactiwi 
accounts.  It  is  all  the  more  important,  therefore,  that  regulation  Q 
interest  rate  ceilings  should  be  maintained,  and  should  also  be  estab- 
lished for  interest  payments  on  demand  deposits.  Lenders  faced  with 
higher  costs  of  monev  are  inexorably  driven  to  reach  for  higher  inter- 
est rate  loans  although  greater  risks  are  involved. 

Even  over  the  last  two  dex^ades  there  lias  been  some  correlation  be- 
tween levels  of  interest  rates  and  levels  of  bank  failures.  And  various 
types  of  unsound  lending  have  become  apparent  during  such  periods. 

A  competitive  escalation  of  interest  rates  on  savings  paid  by  lenders 
will  be  reflected  in  higher  rates  on  mortgage  and  personal  loans  paid 
directly  by  consumers,  and  higher  business  loan  rates  that  will  be 
passed  on  to  consumers  in  increased  prices,  I  believe  we  should  look 
at  more  than  the  immediate  effect  of  the  depositor's  relationship  with 
the  institution. 
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In  summary,  H.R.  3864  should  be  enacted  to  provide  authority  for 
the  several  million  existing  transaction  accounts,  and  to  bring  the 
laws  governing  depository  regulation  into  the  current  time  frame  of 
electronic  fund  transfers. 

It  will  be  more  essential  than  ever,  therefore,  to  maintain  regula- 
tory ceilings  on  interest  rates,  and  to  assure  the  applicability  of  regu- 
lation Q  type  of  ceilings  on  demand  deposit  interest  rates. 

The  Federal  Home  Loan  Bank  Board,  on  May  30,  issuetl  regu- 
lations that  would  authorize  federally  chartered  savings  and  loan 
associations  to  otfer  varinble  rate  mortgages  on  a  nationwide  basis.  The 
AFL-CIO  strongly  opposes  the  actions  taken  by  the  FHLBB. 

It  is  now  claimed  that  the  VRM  is  needed  as  a  revenue-raising  instru- 
ment to  offset  the  costs  of  paying  higher  interest  rates  on  savings  ac- 
counts. Apparently,  the  VRM  is  to  be  a  net  jevenue  raiser,  and  the 
VRM  mortgage  borrowers  are  to  provide  a  net  revenue  increment 
that  they  would  not  pay  under  fixed  payment  mortgages. 

The  index  to  be  used  for  adjustment  of  interest  rates  on  outstanding 
VRM's  certainly  indicates  that  borrowers  having  VRM's  would  have 
paid  more  over  the  past  10  years. 

We  were  pleased  to  see  and  strongly  support  the  provision  in  H.R. 
38  that  would  immediately  prohibit  a  Federal  association  from  mak- 
ing or  investing  in  VRM's  and  rollover  mortgages. 

VRM's  aggravate  inflationary  pressures.  Interest  rates  generally 
rise  when  the  economy  heats  up  and  other  prices  rise.  If  the  use  of 
VRM's  becomes  widespread,  large  numbers  of  homeowning  mort- 
gagors would  be  subject  to  increased  claims  upon  their  income  when 
other  prices  are  rising. 

The  VR^f  builds  into  our  economy  the  worst  sort  of  inflation.  It  is 
an  added  charge  upon  a  family's  income,  with  no  product  what- 
soever being  created  in  the  economy  to  offset  that  charge.  The  Canadian 
rollover  mortgage,  or  CRM.  is  a  modified  version  of  the  VRM. 

H.R.  1733  wonld  authorize  VRM's  in  California  <Mily  through  1982. 
While  this  would  provide  a  type  of  laboratorv  test  for  an  additional 
3  years,  for  reasons  already  indicated  the  AFL-CIO  continues  to  be 
opposed  to  any  VRM's. 

If  VRM's  are  to  be  permitted,  however,  consumer  protections  in 
paragraph  5(c)  of  subsection  2(2)  of  H.R.  1733,  the  annual  report  on 
effects  of  alternative  mortgage  instruments  required  under  section  S 
and  the  Commission  on  Alternative  Mortgage  Instruments  that  would 
be  established  pursuant  to  section  4  are  all  needed. 

Both  H.R.  38  and  H.R.  1733  would  authorize  graduated  payment 
and  reverse  annuity  mortgages. 

The  graduated  payment  mortgage  or  GPM  provides  for  lower 
mortgage  debt  senice  payments  than  a  fixed  payment  mortgage  in 
the  early  years  of  the  mortgage  life  and  higher  payments  in  the  latter. 

If  recession  and  unemployment  ormi'  when  there  are  substantially 
higher  than  original  mortgage  loan  balances  owed,  and  reduced  in- 
comes preclude  inci-eased  payments,  the  chances  for  a  collapse  of  resi- 
dential property  values  and  construction  activity  would  be  increased. 

There  is  also  a  substantial  increase  in  lifetime  housing  coats  for  the 
GPM  borrowers  who  must  pay  interest  on  the  increased  loan  balances 
that  accrue  in  the  early  years  when  payments  are  insufficient  to  meet 
interest  due  on  the  loan. 


,dhvGooglc 


409 

e  annuity  mortgage,  or  BAM,  would  permit  elderly  home- 
owners, generally  with  debt-free  properties,  to  purchase  an  income 
annuity  in  exchange  for  all  or  part  of  the  equity  value  of  the  home. 
H.R.  38,  the  American  Dream  Act,  would  require  regulations  to  pro- 
tect the  mortgagor  from  loss  of  property  in  the  event  funds  available 
from  tlie  annuity  are  depleted.  In  a  rising-debt  type  of  RAM  loan, 
however,  the  accumulated  indebtedness  may  also  be  payable  when  the 
loan-to- value  ratio  reaches  some  given  level,  or  at  some  specified  date, 
whichever  comes  first.  It  does  not  guarantee  life  tenure. 

RAM's  are  a  possible  avenue  of  financial  help  for  elderly  home- 
ownei"s,  but  they  also  involve  very  complex  considerations  and  a  con- 
tractural  arrangement  which  could  leave  a  financially  unsophisticated 
elderly  homeowner  with  a  far  less  advantageous  deal  than  might  be 
obtained.  It  is  essential,  therefore,  that  if  RAM's  are  to  be  authorized, 
there  should  be  authorization  for  federally  supported  highly  compe- 
tent consumer  counseling,  under  management  of  recognized  senior 
citizen  organizations. 

Thank  you. 

Chairman  St  Germain.  Thank  you,  Mr.  Schechter. 

We  will  also  include  in  the  record  the  table  you  provided  from  the 
University  of  Michigan,  which  is  appended  to  your  prepared  state- 
ment. 

[Mr,  Schechter's  prepared  statement,  on  behalf  of  the  AFL-CIO, 
follows :] 

I'RtFARED  Statement 

1  anpreclate  the  opportunity  to  present  before  you  the  views  of  the  AFL-CIO 
on  U.K.  3864,  the  Consumer  Checking  Account  Equity  Act  of  1979,  H.R.  38  and 
H.R.  1T33,  dealing  with  the  variable  Interest  rate  mortgage  and  related  issues. 
In  that  connection,  I  will  also  he  touching  upon  recent  actions  taken  by  the 
Federal  Home  Loan  Bank  Board. 

COnSUMER  CHECEINO   EQUITY   ACCOUNT   ACT 

The  Cholrmnu  acted  with  commendable  alacrity  In  Introducing  H.R,  S804  In 
the  wake  of  a  Court  of  Appeals  decision  of  April  20  ruling  transaction  accounts 
iind  share  draft  accounts  to  be  illegal.  In  view  ot  the  fact  that  there  are  several 
million  accounts  of  this  type  wllh  an  aggregate  deposit  amount  of  $6  billion. 
If  certnlnly  is  In  the  interest  of  the  several  million  denoeltors  as  well  aa  the 
financial  In.stltutlons  holding  the  deposits  and  the  communities  in  which  they 
lire  situated  to  establish  unequlvocaltj-  the  aiithorlt.v  for  such  accounts  and  avoid 
a  great  deal  of  Inconvenience  and  possible  economic  turbulence.  Since  the  court 
gave  the  Congress  until  the  end  of  this  .vear  to  correct  the  lack  of  authority  for 
checking  type  accounts  that  have  been  eatabllslied  by  thrift  Institutions,  it  Is  in 
the  public  Interest  to  have  this  bill  passed  without  delays  that  would  be  occa- 
sioned by  encumbering  It  with  other  tssuea.  some  of  which  are  related  and  Impor- 
tant and  should  be  borne  in  mind. 

The  general  principle  of  the  bill  'hat  checking  type  accounts  bv  all  types  of 
rte"OHl*'orv  institutions  should  be  allowed  throughout  the  countrv  was  previonalv 
endorsed  l>v  the  AFI,-Cro  in  1077.  We  supported  legislation  to  allow  Negotiable 
Order  of  Withdrawal  or  NOW  nccounts.  which  were  then  i>ermltted  In  New  Eng- 
land states,  to  be  made  throughout  the  country. 

r  wish  to  note  at  this  point  that  our  support  at  the  time  was  condltionpd  upon 
the  mfllutennnce  of  Regulation  Q  Interest  rate  ceilings  with  a  dlfTerentlnl  in  favor 
of  tlirlft  Institutions  as  In  the  prevnillng  operational  relationship  In  New  England. 
Since  then,  the  use  of  such  transaction  accounts  nnd  also  the  Innovation  of  auto- 
matic transfer  services  has  made  more  widespread  the  payment  of  Interest  on 
what  is  essentially  funds  that  are  so  akin  to  checking  account  funds  that  it 
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becomes  facreaBlngly  difficult  to  make  a  distlnctloa.  The  electronic  funda  tranfaer 
technology  makes  it  more  and  more  difficult  to  try  and  Impede  the  use  of  rundi 
that  are  labeled  as  Bavlngs  from  beln?  used  to  meet  paymenta  through  auto- 
mated or  rapid  communication b  fund  transfen. 

The  proposed  leglaUtlon,  thereCore,  would  really  bless  with  legality  a  situation 
which  already  exUta  to  a  slgnlflcant  extent.  Consumera  will  undoubtedly  ben^t 
from  the  convenience  of  being  able  to  manage  the  deployment  of  their  funda  In 
efforts  to  gain  a  maxlmnm  intereat  rate  return  with  leaa  effort  than  is  presently 
required. 

Furthermore,  as  indicated  by  former  Senator  Hclntyre  In  his  testimony  before 
thts  Committee  on  May  15,  1979,  the  financial  Institutions  In  New  England  have 
been  able  to  handle  a  relatively  large  volume  of  such  acconnta  and  pay  intereat 
on  the  deposits  with  certain  mtntmum  requirements  and  charges  for  aervices, 
so  that  It  has  not  been  a  harmful  proposition. 

Since  the  transaction  accounts  will  repreaent  funds  that  are  available  (or 
dally  paymenta,  they  will  be  part  of  the  money  supply  and  they  ahould  be  anbject 
to  reaerres  as  provided  for  In  H.R.  8864. 

There  Is  also  every  expectation  that  there  will  be  Increased  competition 
between  Instltutlona  to  attract  the  various  types  of  transaction  accounts,  includ- 
ing the  traditional  checking  accounts,  by  paying  Interest  at  a  rate  at  least  equal 
to  that  paid  by  nearby  competitors.  In  some  Instances  if  permitted,  Instltntloni 
would  pay  greater  rates  than  competitors.  It  Is  all  the  more  Important,  therefore. 
that  RegnlatlMi  Q  Interest  rate  ceilings  should  be  maintained,  and  ahould  also  be 
eatabltahed  for  Interest  payments  on  demand  deposits.  While  there  la  aotne  debate 
as  to  how  much  effect  competitive  escalation  In  Interest  rates  paid  on  bank 
deposits  had  In  inducing  banks  to  make  risky  loans  prior  to  1029.  observation  uMl 
logic  would  suggest  that  this  was  a  factor.  Lenders  faced  with  higher  costs  of 
money  are  Inexorably  driven  to  reach  for  higher  interest  rate  loans  althoo^ 
greater  risks  are  Involved. 

Even  over  the  last  two  decades  there  has  been  some  correlation  between  level* 
of  Interest  rates  and  levels  of  )>ank  failures.  Thus,  there  was  an  upsurge  of  bank 
failures  in  1976-76  following  the  rise  In  savings  interest  rate  payment  levels  In 
1973-74  which  led  to  high  risk  lending  by  banks  particularly  to  real  estate  Invest- 
ment trusts  which  were  doing  high  rate,  unaound  construction  financing.  In 
settlement  of  the  debts,  some  large  banks  have  acquired  buildings  that  were 
thus  flnanced.  There  were  alao  loans  to  less  developed  countries  which  hare  had 
trouble  meeting  repaymenta,  and  on  which  the  banks  were  helped  throngta  loana 
made  by  partly  U.S. -supported  International  lending  agenciea  to  the  debtor  coun- 
tries, who  could  then  repay  the  private  bank  loans. 

There  Is  a  substantial  public  Interest  in  precluding  or  at  least  dlscoaraging 
snch  anancial  deveIo[»nenta.  It  can  In  the  aggregate  result  In  considerable  eco- 
nomic instability  for  communities  and  for  the  country  and  In  some  Instances  may 
entail  arrangements  that  will  require  Increased  Federal  government  ontlaya  to 
safeguard  the  position  of  banks. 

The  current  high  interest  rate  period  has  also  spawned  Its  varieties  of  hlgfa 
risk  loans.  As  stated  In  the  Bu&incM  Week  issue  of  June  4, 1979:  "■  *  *  competi- 
tion to  make  loans  to  gas,  oil  and  coal  producers  has  become  so  intense  that  credit 
standards  have  begun  to  slip.  Consequently,  many  observers  are  worried  that 
banks  may  Ite  getting  in  over  their  heads  just  aa  they  did  several  years  ago  with 
their  loans  to  real  estate  investment  trusts." 

Realdea  the  potential  economic  Instability  that  can  arise  from  the  unsooDd 
financing  Induced  by  a  competitive  escalation  of  Interest  rates  on  savings,  tbe 
latter  process  can  also  have  an  Inequitable  Impact  on  low-lncmne  famlllea.  This 
would  Ite  the  opposite  of  the  Intended  elTect  of  the  recently  pt^ulariied  cause  of 
providing  greater  enulty  for  "small  savers"  who  are  concentrated  In  low-imnme 
brackets.  A  competitive  escalation  of  Interest  rates  on  savings  paid  by  lenders 
will  be  refiected  in  higher  rates  on  mortgage  and  personal  loons  paid  directly  by 
consumers,  and  higher  business  loan  rates  that  will  1)e  passed  on  to  ctmaumers  in 
increased  prices. 

The  rlslne  Interest  rate  syndrome,  therefore,  will  result  In  an  undoubted  net 
inss  for  the  37  percent  of  families  who  (aa  of  1977)  have  no  savings,  which  wonld 
raofltlv  lie  Rharcd  also  by  the  16  percent  of  families  with  savings  erf  less  than  9000; 
and  by  many  of  the  18  percent  of  families  with  savings  between  9500  and  92.000i 
(These  data  from  the  TTniversity  of  Michigan  Survey  Research  Center's  1OT7 
Survey  of  Consumer  Credit  are  sliown  in  a  table  ai4>«ided  to  this  stateiiMBt) 
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Kveu  those  with  blgher  savings  accounts  (e.g.  (6,000),  would  be  Bubstantlal  net 
loeere  If  they  also  obtained  much  larger  mortgage  loans  (e.g.  $40,000). 

In  summary.  H.R.  3864  should  be  enacted  to  provide  authority  for  the  several 
million  existing  traosactlon  accounts,  and  to  bring  the  laws  governing  depository 
regulation  into  the  current  timeframe  of  electronic  fund  transfers.  This  change 
however,  will  increase  the  competition  for  depository  funds  and  the  volatility  of 
interest  rates,  which  can  be  harmful  to  low-income  families  and  which  create 
pressures  for  unsound  loans  that  lead  to  economic  booms  and  busts.  It  will  be 
more  essential  than  ever,  therefore,  to  maintain  regulatory  ceilings  on  interest 
rates,  and  to  assure  the  applicability  of  Regulation  Q  type  ceilings  on  demand 
deposit  Interest  rates,  pending  the  development  of  money  and  credit  policies  that 
do  not  have  interest  rates  as  a  central  fulcrum. 

VABIABU:    BATE    UOBTOAfiEB 

The  scope  of  this  hearing  was  enlarged  to  encompass  bills  that  deal  with 
VRM's  following  the  request  of  May  22nd  from  the  President  to  the  Congress  to 
■'grant  the  power  to  offer  variable  rate  mortgages  to  all  Federally-chartered 
savings  institutions,  subject  to  ai^ropriate  consumer  safeguards". 

Aa  you  know,  before  the  Congress  could  consider  or  respond  to  the  President's 
request,  the  Federal  Home  Loan  Bank  Board  (FHLBB),  on  May  30,  lasued  reg- 
ulations that  would  authorize  Federally-chartered  savings  and  loan  associations 
to  offer  variable  rate  mortgages  (VRMs)  on  a  nationwide  basis.  The  FHLBB 
also  changed  the  reference  Index  used  to  calculate  permissible  interest  rate  ad- 
justments, from  a  regional  cost-of-funds  index  to  a  national  cost-of-funds  index. 

The  AFL-CTO  strongly  opposes  the  actions  taken  by  the  FHLBB. 

Variable  Interest  rate  mortgages  have  been  la  widespread  use  since  19T5,  In 
one  state.  California,  primarily  through  state-chartered  savings  and  loan  asso- 
ciations. As  Interest  rates  rose,  borrowers  who  had  obtained  variable  rate  mort- 
gages would  have  to  pa;  more  to  the  lenders.  The  risk  of  rising  interest  rates, 
thus,  is  shifted  from  lenders  to  homeowner  borrowers. 

In  I>ecember,  IffTS,  the  FHLBB  Issued  rules  that  authorized  the  use  of  VRMs 
h;  Federally-chartered  savings  and  loan  associations  In  states  where  there  waa 
a  definite  competitive  imbalance  because  state  associations  could  make  VRMs  and 
suclk  mortgages  accounted  for  a  substantial  amount  of  their  business.  Under  the 
criteria  estahlished  in  the  December  regulations,  California  was  the  only  state 
in  which  Federally-chartered  savings  and  loan  associations  could  make  VRMs. 

The  AFL-CIO  disagreed  with  the  competitive  disadvantage  reasoning  presented 
to  justify  the  December  FHL  Bank  Board  action.  We  pointed  out  In  testimony 
before  this  Subcommittee  on  August  21,  1978  that  between  1974  and  1877  Fed- 
erally-chartered asROclations  fared  relatively  better  than  their  state-chartered 
competitors  in  California,  as  measured  hy  growth  of  total  assets,  growth  of  net 
worth  and  increase  In  net  Income  before  taxes.' 


GROWTH  OF  FEOEHAt-  AND  STATE-CHART EBED  SAVINGS  AND  WAN  ASSOCIATIONS  IN  CALIFOI 
1974-77 

RNIA, 

P<ic«M)»  incrMw 

ToUI  »mH 

FSLIC-InniiKl  Sivinn  *nd 
LDin  fuiuciaiiDn   ,  inniiil  r«|nni. 

By  May  30.  the  FHLBB  has  changed  Its  argument  in  order  to  justify  the 
nationwide  authorization  of  VRMs.  In  the  new  regulation,  It  Is  now  claimed  that 
the  VRM  is  needed  as  a  revenue  raising  tnstnunent  to  offset  the  costs  of  paying 
higher  Interest  rates  on  savings  accounts.  Apparently  the  VRM  is  to  be  a  net 
revenue  raiser  and  the  VRM  mortgage  borrowers  are  to  provide  a  net  revenue 
Increment  that  they  would  not  pay  under  fixed  payment  mortgages. 

r  1977  in  net  iDcome  before  taxes  wai  20 
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The  index  to  be  used  for  adjuatment  of  interest  rates  on  outstanding  TBMs 
oertalnir  Indicates  that  IwrrowerH  bavtug  VRMs  would  Lave  paid  more  over  tbe 
past  ten  years.  The  Index  wltl  be  the  average  coat-of-tunds  to  FSLIC-insnred 
savings  and  loan  associations,  nlilch  is  computed  on  a  semi-annual  basis  by  tfaa 
FHLBB. 

This  index  has  gone  down  only  twice  during  the  l«at  ten  years. 

In  1967  the  index  decreased  by  ten  bflais  points,  or  one-tenth  of  one  percent, 
and  in  19T1  It  moved  downwnrU  hy  one  hasis  jiolnt.  or  one-hundredth  of  one  per- 
cent. Over  the  ten  yeara  the  average  emiual  change  has  lieen  a  rise  of  20  basta 
points,  or  two-tenths  of  one  percent. 

In  the  new  FHLBB  regulations,  a  tea  year  history  of  the  national  cost-of-funda 
Index  must  be  included  with  the  required  "worst  case"  VRM  payment  schedule 
whenever  a  lending  Institution  opts  to  stiow  a  payment  schedule  that  decreases, 
or  a  "best  cfise"  projection.  The  ten  year  history  of  the  national  index  should  be 
required  Informatluu  tor  the  prospective  VRM  aiiplicaut.  Such  Information  is 
crucial  to  ttie  consumers  decision  uiuklng  ability  and.  therefore,  the  Brallablllty 
of  such  data  should  not  be  subject  to  any  other  disclosure  materials, 

I  would  now  like  to  comment  on  H.R.  38  and  H.R.  1733— two  bills  that  deal 
with  the  variable  rate  niorigage  issue. 

We  were  pleased  to  see  and  strongly  support  tbe  provision  in  H.R,  38  that 
would  Immediately  prohibit  a  Federal  association  from  making  or  investing  In 
VRMs  and  rollover  mortgages. 

VRAIs  aggravate  Inflationary  pressures.  Interest  rates  genereil;  rise  when  the 
economy  heats  up  and  otlier  prices  rise.  If  the  use  of  VHSIa  becomes  widespread, 
large  numtiers  of  home-owning  mortgagors  would  he  subject  to  increased  Claims 
upon  their  Income  when  other  prices  are  rising.  From  April  1978  to  April  1979, 
for  example,  tbe  Consumer  Price  Index  rose  by  approximately  10.5  percent,  the 
average  taiie-liome  pay  of  workers,  adjusted  for  price  changes,  declined  by  4JS 
percent.  During  this  12-month  period,  tens  of  thousands  of  California  homft- 
owners  having  VRM  mortgages  had  their  mortgage  Interest  rates  raised  twice 
tor  a  total  increase  of  onp-half  of  one  percentflge  point.  On  a  J40,000  loan  balance 
that  would  mean  $200  a  year.  The  "average  worlier"  with  such  a  mortgage  would 
have  had  the  purchasing  power  of  his  take  home  pay  reduced  by  6.B  pwcent.  In- 
stead of  4,5  percent. 

What  has  happened  to  all  the  Inflation  fighters  in  the  Administration,  and 
among  the  financial  institution  regulators?  The  VRM  builds  into  our  economr 
the  worst  sort  of  Inflation.  It  is  an  added  charge  upon  a  family's  income,  wli.'i 
no  product  whatsoever  being  created  in  the  economy  to  offset  that  charge. 

Presumably,  if  the  "Reg  Q"  celling  on  savings  Interest  rates  were  r^nored,  the 
thrift  institutions  could  use  tbe  increased  interest  income  from  VRMs  to  pay 
higher,  more  competitive  interest  rates  on  savings  and  could  maintain  their  sav- 
ings inflows.  Thai  is  an  illusion.  To  illu.slrate.  Iietweeu  the  first  quarier  of  1B78 
and  February  1979,  the  yields  on  AAA  utility  iMinds  rose  by  0.8  of  one  percentage 
point  to  9.53  percent.  Most  of  tbe  proposed  VRM  plana,  out  of  a  necessity  for  con- 
sumer protection  provisions,  would  limit  adjustments  within  a  comparable  period 
to  a  smaller  rise.  The  yields  on  mortgage  imrifolios,  therefore,  would  lag  behind 
tlie  rise  in  other  market  yields,  and  the  thrift  institutions  could  not  aSFord  to 
compete  effectively  with  other  bidders  for  funds.  Moreover,  if  thrift  institutions 
have  to  pay  d'/j  i>ercent  on  savings,  as  they  have  done  with  money  market  certlfl- 
eates.  they  would  charge  10'^  to  ll'^  percent  Interest  rates  on  new  mortgagea, 
as  they  are  doing,  especially  in  California.  Iloiising  would  soon  exi»erience  a  typi- 
cal, sharp  cyclical  decline,  which  is  underway  In  1979. 

The  Canadian  Rollover  Mortgage,  or  CRM,  Is  a  modlfled  version  of  tbe  VBH. 
CRM  mortgages  are  written  with  payments  scheduled  to  amortise  the  loan  over 
a  2u-  or  30-year  term,  but  the  outstanding  loan  balance  becomes  due  and  payable 
at  the  end  of  a  5-year  term.  The  borrower,  then  has  to  reflnance  the  mortgage 
at  the  going  rate  of  interest.  The  adverse  effects  upon  homeowners'  coet  of  living 
and  increosed  Inflationary  pressures  would  Ik-  similar  to  those  previously  nten- 
tloiied  for  VRMs,  The  effects  could  be  much  greater,  however,  because  a  modi 
longer  time  period  l)etween  adjustments  could  encompass  a  much  greater  rise 
in  interest  rates, 

H.R.  1733  would  authorize  VRMs  in  Colifomia  only  throu^  1982.  While  this 
would  provide  a  type  of  laboratory  test  for  an  additional  three  years,  for  rewons 
already  Indicated,  the  AFL^IO  continues  to  lie  opposed  to  any  VBUs. 
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If  VRMs  are  to  Ite  permitted,  bowever,  consumer  protections  in  paragraidi 
5(c)  of  Subsection  2<2)  of  H.R.  1733,  the  aonua]  report  on  effects  of  altematire 
morteage  instruments  required  under  Section  3  and  the  Commission  on  Alterna- 
tive Mortgage  Instruments  that  would  be  established  pursnant  to  Section  4,  are 
all  needed. 

Both  H.B.  38  and  H.R.  1733  would  authorize  graduated  payment  and  reverse 
annuity  mortgages. 

The  Graduated  Payment  Mortgage  or  GPM  provides  for  lower  mortgage  debt 
service  payments  than  a  tiied  payment  mortgage  in  the  early  (e.g.,  first  10)  years 
of  the  mort««ge  life  and  higher  payments  in  the  latter  (e.g.,  last  SO)  years. 
In  most  GPM  plans,  the  outstanding  debt  principal  increases  for  several  years 
following  loan  origination,  because  the  payments  are  Inaufflcient  to  pay  the  Inter- 
est due.  This  increases  the  risk  to  the  borrower  and  the  lender.  If  the  house  had 
to  be  sold  in  one  of  the  early  years,  the  net  sales  proceeds  might  not  be  sufflclent 
to  pay  off  the  outstanding  delit.  particularly  if  the  seller  has  to  pay  6  or  7  perc«it 
real  estate  sales  commission.  If  recession  and  unemployment  occur  when  there 
are  substantially  higher  than  original  mortgage  loan  balances  owed,  and  reduced 
Incomes  preclude  increased  payments,  the  chances  for  a  collapse  of  residential 
property  values  and  construction  activity  would  be  increased. 

These  risks  are  particularly  great  at  this  time  as  households  are  also  becoming 
oldigated  for  consumer  credit  at  unusually  high  levels  and  a  near  fnture  recession 
is  a  distinct  possibility. 

There  is  also  a  substantial  increase  in  lifetime  housing  costs  for  the  GPH 
tM>rrower  who  must  pay  interest  on  the  increased  loan  balances  that  accrue 
in  the  early  years  when  payments  are  insufiJclent  to  meet  interest  due  on  the 
loan.  In  the  case  of  a  3Ci-year,  $50,000.  9^  percent  mortgage,  the  ose  of  a  QPM 
Increases  the  total  housing  cost  by  $8,000.  if  using  a  GPM  with  payments  gradtmt- 
Ingat  7'^  percent  per  year  In  the  first  five  years. 

A  Reverse  Annuity  Mortgage,  or  RAM  would  permit  elderly  homeowners, 
generally  with  debt  free  properties,  to  purchase  an  Income  annuity  In  exchange 
for  all  or  part  of  the  equity  value  of  the  home.  H.R.  38.  the  American  Dream 
Act  would  require  regulations  to  protect  the  mortgagor  from  loss  of  property  In 
the  event  funds  available  from  the  annuity  are  depleted.  In  a  rising-debt  type 
RAM  loan,  however,  the  accumulated  indebtedness  may  also  be  payable  when 
the  loan-to-value  ratio  reaches  some  given  level,  or  at  some  specified  date,  which' 
ever  comes  first.  It  does  not  guarantee  life  tenure.  There  are  also  more  general 
consumer  problems  with  various  types  of  RAMs  which  include  a  host  of  possible 
fees  and  their  effect  upon  the  size  of  the  annuity.  Tar  considers tions.  projected 
appralse<I  house  values,  mortgage  Interest  rates,  and  mortality  tables  will  all 
be  Involved. 

RiVMs  are  a  possil>le  ai'enue  of  financial  help  for  elderly  homeowners,  but  they 
also  involve  ver.v  complex  considerations  and  a  contractual  arrangement  which 
could  leave  a  financially  unsophisticated  elderly  homeowner  with  a  far  less 
advantageous  deal  than  might  be  obtained.  It  Is  essential,  therefore,  that  If 
RAMs  are  to  l>e  authorized,  there  should  be  authorization  for  Federally  supported 
highly  competent  consumer  counseling,  under  management  of  recognized  senior 
citizen  organizations. 

SAVINGS  ACCOUNTS  <  BY  INCOME  AND  AGE 
[Parcantiie  dritribution  ot  fimiliail 


Nhii 

•is 

',W"-^,Js»ffi;.f; 

HtSOO 

Totil 

16 
IT 

i 

'! 

26 

i! 

i 

', 

i 

0 

1 

2 

1 

1 

11 

E 

I 

\i 

,'1 

i 

i 

2 
* 

a 

1} 

j 
R 

IS 

J 

17 

ToMl  'amily 

"5smi( 

W*.M9. 

lo 

,'IS 

Aieotfi^.l, 

30 

lOD 

55io6fl:::::::;::;;::;:": 

31 

« 

jbyGoogle 


Chairman  St  Gebuain.  Now  we  will  hear  from  Mr.  Bobert  L. 
Gnaizda,  testifying  on  behalf  of  the  Gray  Panthers. 

STATEHEHT  OF  HOBEBT  L.  GNAIZDA,  ON  BEHALF  OF  OKAT 
FANTHEBS 

Mr.  Gnaizda.  Good  morning,  Mr.  Chairman  and  members  of  the 
subcommittee. 

As  you  know,  Mr.  Chairman,  I  have  been  counsel  for  the  Gray 
Panthers  in  the  campaign  for  economic  democracy  and  the  Califomis 
Council  for  Older  Americans  in  a  class  action  petition  before  the  Fed- 
eral regulatory  bodies  to  raise  interest  rates  for  small  savers  on 
passbook  and  time  accounts. 

We  believe  that  your  bill,  H.R.  3864,  is  a  very  important  part  of  the 
overall  plan  to  provide  equity  to  the  small  saver.  We  believe,  locking 
at  the  experience  in  the  New  England  States  in  NOW  accounts,  that 
as  much  as  $4  billion  a  year  in  additional  interest  could  accrue  to  the 
consumer ;  that  is,  by  the  end  of  this  year,  at  least  $4  billion  would 
be  involved  in  NOW  accounts  in  New  England,  since  New  England 
repersents  less  than  5  percent  of  the  overall  financial  transactions  in 
the  United  States. 

We  have  extrapolated  from  that,  and  feel  that,  at  a  minimum,  $80 
billion  will  be  involved.  Assuming  a  5-percent  interest  rate,  that  would 
mean  $4  billion  per  annum  to  the  consumer. 

When  I  met  with  my  clients  on  Friday,  they  had  a  national  leader- 
ship conference  in  California.  Some  of  them  remarked  that  they  had 
been  waiting  since  their  college  days  for  your  bill.  So,  we  thank  you. 

I  would  like  to  make  a  few  general  observations.  We  are  supportive 
of  course.  One  is :  We  believe  that  any  benefits  should  be  limited  to  in- 
dividuals and  nonprofit  corporations,  at  least  for  the  first  2  years. 
Business  and  large  corporations  have  many  alternatives  for  their 
money.  They  do  not  need  this  assistance. 

In  addition,  as  you  are  aware,  the  small  saver  is  presently  subsidiz- 
ing large  corporations  through  regulation  Q  and  limited  interest  rates 
on  passbook  and  time  accounts. 

Second,  we  think  that  the  Federal  regulatory  bodies  have  an  obliga- 
tion to  insure  protection  to  the  small  checking  account.  We  are  con- 
cerned that  the  small  saver,  the  small  consumer,  may  be  priced  out 
of  the  market. 

For  example,  if  an  individual  is  involved  in  typical  checks  of  $6  to 
$25.  and  a  sen'ice  charge  of  $3  a  month  is  imposed,  in  addition  a  charge 
of  25  cents  per  check,  it  is  possible  that  as  much  as  10  percent  of  me 
value  of  the  checks  will  be  imposed  in  various  service  charges. 

Third,  we  believe  that  a  differential  should  be  continued  for  savings 
and  loans  in  regard  even  to  checking  accounts.  The  reason  we  favor 
the  differential  is  we  believe  that  this  will  increase  the  supply  of  money 
available  for  mortgages,  and  we  believe  that  the  great^  impact  on 
mortgage  rates  is  the  supply  of  money,  not  the  interest  rate  paid  to 
consumers. 

This  is  a  positicm  taken  by  both  the  Preradent  of  the  lai^;eet  bank 
in  the  United  States,  A.  W.  Clausen  of  the  Bank  of  America,  «ad  by 
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Richard  Dieihl,  the  president  of  Home  Savings,  the  Nation's  largest 
savings  and  loan. 

Fourth,  we  believe  it  is  important  to  insure  via  the  Federal  regular 
tory  bodies  that  advertising  is  clear  and  simple  and  that  the  consumers 
are  provided  with  substantial  cwnparative  mformation  so  they  can  be 
sure  of  the  exact  impact  of  any  particular  program  offered  by  any 
institution. 

Last,  we  would  like  to  suggest  something  that  is  long  overdue  in 
regard  to  the  Federal  regulatory  bodies.  And  that  is,  they  should  have 
ongoing  consumer  input.  We  would  like  to  suggest  that  they  form, 
within  the  next  60  days,  a  green-ribbon  consumer  cfsnmittee  that  will 
advise  them  in  regard  to  mis  bill,  which  we  believe  will  be  enacted. 
This  consumer  committee  will  continue  for  at  least  3  years  to  audit  the 
experiences  in  regard  to  checking  accounts,  to  insure  that  changes  are 
made,  should  certain  groups  of  consumers  be  priced  out  of  the  market. 

I  would  like  to  offer  three  observations  on  uie  additional  importance 
of  this  particular  bill. 

One  IS,  we  believe  it  will  have  an  adverse  impact  on  the  use  of  credit 
cards,  and  we  think  that  is  good.  We  think  creditcardsare  inflationary. 
You  have  both  the  interest  rate  that  most  consumers  pay,  of  up  to  18 
percent,  plus  the  service  charge,  varying  from  3  to  7  percent.  And  we 
think  this  will  dimini^  the  dependency  upon  credit  cards. 

Two,  it  will  end  a  good  deal  of  the  nonprice  competition;  it  probably 
will  end  the  four-toaster  families. 

Three,  it  could  play  a  small  but  important  role  in  helping  to  reduce 
the  movement  toward  money  market  mutual  funds.  I  noticed  over  the 
last  year,  for  example,  that  there  has  been  more  than  a  threefold 
increase  in  mutual  funds.  It  has  gone  from  over  $5  billion  in  early  1978 
to  $19  billion  by  early  April  of  1979.  Extrapolating  that  rate,  we  may 
find  that  within  the  next  year  or  so  there  will  be  as  much  in  money 
markets  mutual  funds  as  there  presently  is  in  savings  bonds. 

Thank  you,  Mr,  Chairman. 

[Mr.  Graizda's  prepared  statement,  on  behalf  of  the  Gray  Panthers, 
follows :] 
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Statentent  Regaratng  HR38S4-Traniaetion  Accounts 

before  the  Subcommittee  on  Financial 

Institutions,  Supervision,  Regulation,  and  Insurance 

House  Committee  on  Banking,  Finance,  and  urban  Affairs 


June  li,   19T9 
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Dear  He.  Chairman  and  Heobers  of  the  Subconaittee , 

This  connittee  Is  at  the  voctex  of  one  oC  tha  wtiKt   cFiiclnt 
nniltiblllion  dollar  decisions  affecting  eonsuners  in  1979  and, 
possibly  through  the  nid  19G0'a.  The  Chairman,  in  particular, 
is  to  be  commended  for  his  long-standing  efforts  to  provide 
consumer  checking  account  equity. 

My  name  is  itobert  Gnalzda.   I  am  a  partner  in  Public 
Advocates,  Inc-  Our  public  interest  law  (im  filed  the  Octoberi 
19TB  class  action  Petition  on  behalf  of  the  Gray  Panthers,  the 
Caaipaign  for  Econcnnic  Democracy,  and  the  California  council  for 
Older  Americans  that  seeks  to  coapel  the  Federal  Reserve  Board 
and  the  Paderal  Home  Loan  Bank  Board,  among  others,  to  provide 
equity  to  the  small  saver  by  allowing  market  interest  rates  for  ai: 
depositors. 

The  "consumer  Checking  Account  Equity  Act  of  1979*  is.  In  my 
opinion,  not  only  fully  consistent  with  our  October,  1979  class 
action  Petition,  but  is  further  supportive-of ,  «nd  necessary  for, 
achieving  the  long  range  objectives  sought  by  our  action.  Many 
of  my  clients  were  just  out  of  college  or  beginning  their  first 
jobs  when  Congress,  forty-six  years  ago,  decided,  for  reasons 
that  may  have  been  salutary  at  the  tine,  to  deny  'oonsunors 
interest  on  their  demand  deposits.   We  need  hesitate  no  longer 
in  taking  the  bold  and  necessary  action  you  propose. 

The  April  20,  1979  U.S.  Court  of  Appeals  in  the  District  Of 
Columbia  decision  leaves  us  with  little  choice  unless  we  are  to 
abandon  the  consumer. 
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Baaed  on  recent  experience  In  New  England,  It  app«ar*  that  « 
sdnlmuin  of  eighty  billion  dollara  per  annum  vill  be  affected  by 
the  ConBumer  Checking  Account  Equity  Act  of  1979.^  nius,  eonauBeri 
stand  to  benefit,  aesunlng  an  average  interest  rate  of  five 
percent,  to  the  tune  of  four  billion  dollare  per  ennm.  nla  la 
Dore,  in  aggregate  benefits,  then  the  value  of  the  Kay  30.  1979, 
federal  regulatory  decision  to  slightly  raise  the  interest  rates 
for  snail  savers  by  a  quarter  of  a  percent.^ 

This  Act  could  also  reduce,  if  not  eliminate,  the  alaost 
ouipresent  promotion  of  toasters  and  related  gadgetry  used  bf 
financial  institutions  to  attract  new  accounts.  With  soaa 
exceptions,  consumers  prefer,  and  should  have  the  benefit  of, 
direct  interest  rate  ccapetition  instead  of  inefficient  and  ' 
wasteful  non-price  coopetitlon.  In  fact,  thla  Act  could  be  . 
the  demise  Of  the  four  toaster  home. 

Our  firm  has  no  reservations  regarding  the  substance  of  this 


is  predicated  on  the  New  England  states  having  

Lve  percent  of  the  U.S.  population,  and  Bone)ihat  less 
3   percent  of  the  financial  deposits,  in  the  U.S.  As  of 
979,  the  Hew  England  states  had  an  average  balance  of 
Lon  dollars  in  interest  drawing  NOW  or  equivalent  accounts. 
3er  of  '79  HOW  accounts  in  Hew  England  should  be/  at  the 
jrowth  rate,  at  least  four  billion.   The  83  billion  dollar* 

per  annum  is  computed  by  multiplying  the  New  England  figures  by  • 

multiple  of  twenty. 

e  quarter  of  a  percent  increase  will  result  in  approximately 
Llion  dollar  additional  distribution  to  consumers,  predicated 

on  an  estiraated  five  hundred  billion  dollars  in  passbook  accounts. 

An  estimate  Of  the  value  of  the  iour-year  certificate  -is  difficult 

to  make  but  it  is  estimated  at  between  SOO  million  and  one  billion 

dollars  in  additional  interest. 
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Act.   It  la  an  laportant  part  of  the  overall  rafora  of  tb* 
financial  Industry  neceasocy  to  inaura  a  conbination  of  falrnaas 
to  the  consumer  and  a  cllnate  conducive  to  the  free  entarprlse 

Ne  also  believe  that  the  Act  is  consistent  with  President 
Carter's  Hay  22.  1979  'small  saver'  stateiaent  to  the  Congress  of 
the  united  States. 

He  are  also  pleased  to  see  that.  In  general,  the  federal 
regulatory  bodies  ace  supportive  of  this  Act. 

^ere  are  a  few  suggestions  that  we  would  like  to  offer  that 
relate  to  our  shared  concern  for  protecting  the  consumer. 

Limit  Benefit  to  Individuals! 

Firstly,  we  would  urge  that  interest  bearing  demand  deposits 
be  available  during  the  first  two  years-,  at  a  minlsnun,  only  to 
individuals  and  non-profit  corporations.  These  two  groups  have 
the  fewest  options  for  securing  interest  bearing  certificates. 
And  in  the  case  of  the  small  saver,  these  persons  subsidise  the 
entire  financial  banking  industry.^  Our  concern,  ahould  there 
be  no  distinction  betwsen  individuals  and  corporations,  is  that 
the  corporation  and  the  large  businvss  will  be  the  primary 
beneficiaries.   Specifically,  financial  institutions  may  primarily 


3.   Small  savers  are  presently  ubsidizing  the  banking  and  thrift 
institutions  to  the  tune  of  approximately  17  billion  dollars  per 
annum.   The  17  billion  is  computed  on  the  basis  of  SOO  billion 
dollars  In  small  saver  time  and  passbook  accounts  that  on  the 
average  pay  three  percent  below  the  market  rate  due  to  federally 
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:  large  corporations,  and  th«  cost  (particulacly  to 
and  loans)  may  become  prohibitive  in  certain  gaographio«l 
Lshlng  of  Interest  paid  by  soch 


areas,  thereby  i 

causing 

a  dlmi 

institutions  on 

demand 

accoun 

Checkinq  Versus 

Credit 

Cards: 

Secondly,  we  strongly  believe  that  checking  account*,  a* 

opposed  to  the  use  of  credit  cardE,  have  a  salutary  ioipact  on 

our  econooy  and  our  society.  This  Act  will  clearly  asBist  in 

promoting  checks  over  the  use  of  credit  cards.  Some  of  osr 

concerns  regarding  credits  cards  are: 

a.   They  Increase  the  coat  of  products  to  consumera  because 
the  inter. 


b.  They  discourage  consumers  from  paying  careful  attention 
to  their  financial  status,  as  well  as  often  inviting 
profligate  and  inflationary  buying  habit*. 

c.  They  promote  expensive  consumer  credit  at  ISI  and  up 

Interest  on  checking  accounts  will  obviously  pronote  the 
use  of  checking  accounts  and  thereby  reduce  the  dependence  on 
credit  cards  which  have  often  been  used  as  a  substitute  for 


Protect  Small  Checking  Account; 

Thirdly,  we  are  fearful  that  the  truly  small  consuner  aay 
actually  be  penalized  in  the  absence  of  some  regulation  or 
standards  set  by  regulatory  bodies.  For  example,  a  persoo  with 
a  $300  average  balance  may  find  that  the  cost  of  checks  coald  be 
as  nuch  as  five  Co  ten  percent  of  the  amount  of  the' checks  that 
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she  vrltes.   Specifically,  if  a  bank  charged  a  S3  service  charge 
per  nonth  plus  twenty-five  cents  a  check,  and  a  person  wrote 
t«n  checks,  the  cost  would  be  $5.50.  Many  people  write  cheeks 
for  small  amounts  of  $5  to  $:S.   On  a  S5  check,  for  exanple,  the 
service  charge  would  be  appioxinately  ten  percent. 

The  need  for  such  excessive  charges  probably  could  be 
reduced  by  limiting  interest  on  demand  deposits,  as  set  forth  in 
paragraph  1.  to  individuals  and  non-profit  corpocatlons.  In  any 
event,  we  believe  that  Congress  and  the  regulatory  bodies  have  an 
obligation  to  insure  that  in  producing  an  overall  equitable 
solution,  the  truly  small  consumer  does  not  suffer. 

PrcHnote  Low  Cost  Hone  Hortqagas; 

Fourthly,  we  would  urge  that  a  differential  on  intereat  paid 
on  demand  accounts  be  pemitted  for  savings  and  loans  and  other 
thrift  institutions.  He  favor  this  because  ws  believe  that  the 
homeowner  can  best  be  protected  by  insuring  the  viability  of 
those  institutions  that  are  committed  to  the  homeowner  rather  than  t^ 
subsidizing  development  outside  the  U.S.  as  many  of  the  largest 
banks  are  now  doing.   In  fact,  with  an  appropriate  differential, 
the  supply  of  money  available  for  home  mortgages  will  rise 
substantially,  since  supply  and  demand  may  be  more  crucial  than 
the  interest  rate  paid  to  consumers  in  determining  the  home 
mortgage  rates,  this  will  undoubtedly  result  in  both  short-range 


^  person  writing  ten  checks  a  month  would  be  charged  in 
tion  to  twenty-five  cents  a  check,  a  three  dol        """ 
]e,  or  an  additional  thirty  cents  per  check. 
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and  long-range  reductionB  in  hcaie  noctgaga  rataa.^ 

Fair  Advertising; 

Fifthly,  we  believe  that  advertising  in  regard  to  Intetelt 
on  demand  accounts  should  be  clear,  almple,  and  oriented  toward 
providing  the  maximum  amount  of  infornation  to  the  consiMac 
including  graphic  conqtarative  literature  presenting  all  tbatr 
alternatives.   As  part  of  thlB  plan,  we  believe  it  ia  essential 
to  have  the  minimum  number  of  alternative  instruments  available 
to  the  consumer.  Nhere  an  unduly  large  number  of  options  existi 
an  institution  will  attempt  to  prcoote  thoie  that  at  a  particular 
tine  most  benefit  the  Institution  rather  than  the  consumer.  And 
due  to  the  complexity  Of  the  instrumenta,  consumer  scrutliqr  will 
be  difficult  and,  in  any  event,  delayed  beyond  a  time  irtwa  it 
could  be  most  helpful  to  consumers. 

Regulatory  Bodies'  tlay  3Q,  1979  Inadequate  Response  to  ^all  Savert 

Aa  this  Eubcomnittee  is  aware,  we  have  testified  on  behalf 
of  providing,  within  a  two-year  period,  market  rates  tor  all 
•av*rs  on  passbook  and  time  accounts ■  As  President  Carter  set 
forth  In  his  message  of  May  22,  1979,  this  is  an  essential  part 
of  the  package  that  you  ace  considering  pursuant  to  the  Consumer 
Checking  Account  Equity  Act  of  1979.   In  our  opinion,  both  should 
be  accomplished  within  the  next  six  months.  The  federal  regulatory 


5.  See,  for  example,  the  November  2,  1978 
President  of  Bank  of  America,  in  his  speect 
and  the  report  of  an  interview  by  the  Los  Angel t 
March  12,  1979  with  the  President  of  the  largest 
loans,  Richard  Diehl  of  Home  Savings. 
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response  of  Hay  30,  1979.  «■  you  are  aware,  was  a  nodest  and 
generally  inadequate  ficat  step.   In  fsct,  the  cequlatory  bodies' 
heavy  and  misleading  promotion  of  their  efforts  ss  truly  assisting 
the  saall  saver  is  a  smoltescreen  to  divert  the  Bmall  aav«r  and 
certain  menbera  of  Congress  froa  effectively  dealing  with  the 
magnitude  of  the  problem.   That  is,  the  Msy  30,  1979  federsl 
regulatory  program  for  the  small  saver  will  provide  ■  maximum  of 
two  billion  dollars^  to  small  savers  wlille  insuring  a  continued 
subsidy  of  at  least  fifteen  billion  dollars  to  banks,  savings 
and  loans,  and,  for  example,  the  foreign  institutions  that  depend 
on  banks  for  relatively  low  cost  loans. 

Ssvinqs  Bonds  as  a  i.4  Billion  Unwitting  Subsidy  to  the  Treasury 

There  Is  one  other  interrelsted  issue  that  I  (eel  constrained 
to  bring  to  the  attention  of  this  Subcomsittea:  the  Secretary  of 
the  Treasury  continues  to  promote  savings  boids  heavily  as  a  good 
Investment  for  the  small  saver. 

Ab  of  January  1,  197S,  eighty-one  billion  dollars  was  invested 
in  savings  bonds,  almost  all  of  which  was  secured  from  small 
individuals  through  various  forms  of  fraud  or  coercion.  The  fraud 
is  that  the  Secretary  of  the  Treasury  promotes  these  savings  bonds, 
although  their  rate  of  interest  is  three  percent  below  the  market 
rate,  as  a  vary  good  investment  from  a  financial  point  of  view. 
His  office  falls  to  mention  that  big  business  and  the  large  saver 
do  not  invest  in  these  savings  bonds  and  that  consumers  would  be 

6.   See  footnote  2. 
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beat  olf  considering  other  altecnaclvsE,  even  If  thay  ac* 
UDlnsuced,  such  as  nutual  liquid  funds.  The  coercion  Is  that 
large  Dumfaers  oC  federal  government  employees.  Id  partlcalar, 
are  being  forced  to  purchase  savings  bonds  against  their  will. 
The   Bmall  saver  Is  presently  aubsidlzlng  the  U.S.  Traaauiy 
to  the  tune  of  approximately  i.4  billion  dollars  per  annoi  (thr«e 
percent,  the  difference  between  average  savings  bond  rata  and 
the  narket  rate  multiplied  by  81  billion  dollars  In  aavlnga  bonds}. 
As  part  of  an  equitable  overall  solution  and  resolution,  we  would 
urge  that  this  Subcommittee  take  a  clear,  public  stand  and 
strongly  urge  the  Secretary  of  the  Treasury  to: 

a.  totally  stop  any  promotion  of  savings  bonda; 

b.  work  toward  Congressional  support  to  raise  the  interest 
rates  to  market  rates  for  Havings  bonds.   This  woald  also 
increase  the  pressure  to  raise  passbook  and  tine  account 
rates  since  they  are  interrelated; 

c.  provide  purchasers  of  savings  bonds  with  accurate,  dstallsd, 
and  graphic  comparative  information  regarding  the 
detriments  and  benefits  of  investing  In  savings  bond*  as 
opposed  to  others  forms  of  investnent  .<, 

Thank  you,  Mr.  Chairman,  for  this  opportunity. 
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Chairman  Ht  Germain.  That  last  point  you  made  is  one  that  trou- 
bles a  great  many  of  us.  We  are  on  the  horns  of  a  dilemma.  If  that 
keeps  up,  there  won't  be  any  deposits  in  the  S.  &  L.'s  and  the  mutuals, 
and  therefore  whence  comes  the  money  for  home  mortgage  financing. 

We  are  on  the  horns  of  a  dilemma,  and  I  think  the  entire  thrift 
industry  is,  at  this  point. 

We  will  liear  fi-om  Mr.  Brown,  and  then  I  will  have  further  questicms 
during  my  5  minutes. 

Now,  Jonathan  Brown,  from  the  Public  Interest  Research  Group. 
We  will  put  your  statement  in  the  record,  and  you  may  proceed. 

STATEMENT  OF  JONATHAN  BBOWN,  STAFF  ATTORNEY,  PUBLIC 
INTEEEST  BESEAECH  aBOITF 

Mr.  Brown.  Thank  you,  Mr.  Chairman. 

I  will  just  summarize  our  support  of  H.R.  3864. 

We  liave  always  suppoited  the  principle  of  paying  interest  on 
checking  accounts.  As  the  other  witnesses  have  explained  very  well, 
it  ends  the  price  distortions  that  have  been  caused  by  explicit  pricing 
whereby  demand  deposit  liolders  are  paid  in  kind  through  services 
without  a  charge,  I'ather  than  having  interest  paid  on  their  demand 
deposits.  This  system  has  operated  so  that  only  the  demand  depositors 
with  extreme  market  power  can  really  earn  a  fair  rate  of  return 
through  implicit  pricing,  and  that  is  the  large  corporations,  who 
really  do  receive  a  fair  rate  of  return  in  terms  of  lower  loan  rates. 

But  most  consumer  depositors  are  not  in  that  position,  and,  in  fact, 
many  small  businesses  are  not  in  that  position.  So,  shifting  to  a 
system  of  explicit  pricing  whereby  financial  institutions  pay  interest 
on  demand  deposits  would  benefit  consumers  and  small  businesses. 

The  argument  is  often  made  that  there  are  some  consumers,  some 
depositors — primarily  small  depositors — who  would  be  hurt  by  a  shift 
to  explicit  pricing.  The  argument  is  that  they  have  such  small  trans- 
action accounts  that  their  interest  earnings  would  be  so  small  and  yet 
their  check  usage  is  so  high,  and  if  they  had  to  pay  explicit  fees  for 
the  use  of  the  checks,  that  they  would  lose  more  than  they  would 


very  small  demand  deposit  balances  and  who  have  a  very  high  volume 
of  clieck  usage.  And  I  think  they  probably  are  not  beneficiaries  of  the 
present  system,  but  they  are  not  the  majority  of  consumers.  And,  as 
the  earlier  testimony  indicated,  on  balance  consumers  would  gain 
more  than  they  would  lose. 

Tile  second  point  that  is  important  is  that  this  small  category  of 
consumers  who  are  probably  better  off  with  implicit  pricing  are  not  by 
any  means  lower  income  consumers.  As  was  pointed  out  before,  the 
lower  one-quarter  of  American  families  in  terms  of  income  do  not  have 
demand  deposits,  so  that,  really,  the  consumers  who  probably  do 
benefit  by  tne  system  now  are  much  more  sophisticated  individuals 
wlio  are  very  concerned  with  money  management,  and  I  don't  think 
there  is  any  particular  correlation  between  uiat  trait  and  their  income 
status. 
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And  then,  finally,  I  would  urge  the  committee  to  attach  great  skep- 
ticism to  many  ot  the  claims  made  by  bankers,  particularly  smaller 
bankers,  that  consumers  would  be  hurt  by  NOW  accounts  or  paving  in- 
terest on  demand  deposits,  because  I  think  that  they  are  greatly  exag- 
gerating the  number  of  consumers  in  that  situation. 

And  obviously,  I  think  a  question  of  credibility  arises  anytime  tiiat 
bankers  try  to  speak  for  what  is  in  the  consumer  interest.  I  havent 
seen  too  many  bankers  supporting  things  like  the  truth-in-lending 
law  and  other  things  which  are  in  the  consumers'  interest. 

Second,  authorization  of  demand  deposits  for  thrift  instituticxis  at 
Federal  savings  and  loans,  at  Federal  credit  unions,  is  definitely  in  the 
public  interest.  It  avoids  the  inefficiency  and  inconvenience  that  have 
attached  to  the  various  mechanisms  that  have  been  designed  to  dr- 
cumvent  the  prohibition  of  third-party  payment  poweos,  telephone 
transfers,  automatic  transfers  from  savings  into  (flecking  accounts. 
All  of  these  tilings  are  inefficient,  costly,  and  inconvenient  for  the  con- 
sumer, and  they  should  be  done  away  with. 

And  finally,  on  the  question  of  VRM's,  we  will  repeat  our  opposition 
to  VRM's. 

I  would  like  to  inoorporate  into  the  record,  if  I  could,  a  rather 
detailed  analysis  of  wliy  VRM's  are  injurious  to  consumers,  why  the 
consumer  safeguards  proposed  by  the  Federal  Home  Loan  Bank  Board 
will  not  work — in  fact,  cannot  work,  why  VRM's  will  awravate  the 
cyclical  fluctuations  in  the  economy  in  future  years,  why  v^RM's  can 
lead  to  significant  borrower  manipulation  of  less  sophiscated  con- 
sumers. 

And  I  would  urge  the  committee  to  act  promptly  cm  one  of  the 
two  bills,  H.R.  1733  or  H.R.  38.  Obviously,  we  prefer  the  flat-out  pro- 
hibition on  VRM's  for  Federal  S.  &  L.'s,  but  the  provisims  in  the 
other  legislation  to  limit  VRM's  to  the  State  of  California  for  Fed- 
eral S.  &  L.'s  are  very  praiseworthy.  And  so  I  urge  the  committee  to 
act  quickly  on  both  the  VRM  front  and  the  demand  deposit  front. 

Thank  you. 

Chairman  St  Germain.  Without  objection,  we  will  place  the  uialysis 
that  you  referred  to  just  a  mwnent  ago  into  the  record  at  this  point. 

[Mr.  Brown's  prepared  statement  on  behalf  of  Public  Interest  Re- 
search Group  and  the  analysis  on  variable  rate  mortgages  (VRM's) 
follow :] 
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TESTIMONY  C 
STAFF  ATTOHHEY,  PUBLIC  INTEREST  RESEARCH  GROUP 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 

SUPERVISION,  REGULATION  AND  INSURANCE 

of  the  " 

COmiTTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 

U.S.  HOUSE  OF  REPRESENTATIVES 

JUNE  12,  1979 

Mr.  Chaimian,  thank  you  for  the  opportunity  to  testify 
concerning  H.R.  3S61,  the  Consuner  Checlcing  Account  Equity  Act 
o£  1979.   PIRG  supports  the  elimination  of  the  prohibition  on 
the  payment  of  interest  on  demand  deposits  and  the  author iiation 
of  demand  deposits  for  federal  savings  and  loans  and  credit 

The  prohibition  against  interest  payment  on  demand  deposits 
has  resulted  in  unnecessary  inconvenience  for  consumers  and 
distorted  the  pricing  of  checks.   Rather  than  engage  in  cir- 
cumventions Buch  as  automatic  transfero  fron  aavinga  to  check- 
ing accounts,  or  even  NOW  accounts,  savings  and  checking  accounts 
should  be  collapsed  into  a  single  interest  paying  checking 

Prohibiting  federal  credit  unions  and  federal  savings  and 
loans  from  offering  demand  deposits  causes  further  consumer 
inconvenience  and  is  extrenely  anti-ccnipetitive.  Particularly 
in  the  case  of  credit  unions,  this  policy  injui 
since  credit  unions  are  cooperative  financial  i 
that  serve  their  members  rather  than  the  profit  motive  o 
unaccountable  management. 
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Ootober  10,   1978 

DSBP  Senator; 

This  weeki  the  Senate  nay  consider  a  Sen.  Reaolutlon  that 
would  direct  the  Federal  Hone  Ixian  Bank  Board   (7EILBB)   to  authorise 

variable  rate  mortsageB   CVRHs)   for  federal  SILa.     This  resolution 
wafl   introduced  by  Senators  Tower  and  Cranston  and  reported  by  the 
Senate  Banking  committee  on  September  26  of  this  year       VRKs  ai'e 
vigorouBly  opposed   by  home   builder,    civil  rights   and    Gonouner 
organiEOtlons.      The  Treasury  Department    and  HUE  Oppose   — '  "  " 

of  VRHb    for   federal   Sits  at    this    time.      Congresa  Watch 
vote  against  VRM  authorization  for  federal  S(Ls. 


VRH  proponents  may   attempt   to  offer  the  substai 
Cranston  resolution  as  an  amendment  to  S.    3'<99i  the 
Control  AiiiendnientB  Act     rather  than  bring  the  resoli 
floor        Should  this   occur,    Congreaa  Watch  urges  you  ti 
•oendnent  that  would   authorize  VFKa  for  federal  StLs. 


of  the  Tower- 
Interest  Rate 
in  Itself  to  t^ 
oppose  any 


•VRMs  unfairly  shift  inter 
borrowers  who  generally  i! 
Jcnowledge  of  flnsnalsl  mi 


■It  la  not  possible  to  develop  VRX  safeguards  that  will 

■Because  VRNa  enable  SlLs  to  avert  interest  rate  risk  and 
to  profit  from  manipulation  of  borrowore,  StLs  will  puah 
VRMs  Qn  borrowers  and  the  supply  of  fined  rate  mortgages 
will  shrink. 

•VBMs  restrict  access  to  raortgage   credit  of  persons  who 
sre  lower  Income   and  lees  upwardly  mobile,   including 
ntnoritieB,   the  elderly  and  woiien. 

>   inflation  during  periods  of 

At   present,    FHLBB  regulations  prohibit   federal  SILa  froa 

offering  VHMa  !,'::):.  :.-_:  t':  ':■  irijhlbltlon  1b  not  contained  In  any 
federal  statute.  Congress  has  expressed  strong  opposition  to  VTlH 
authorization  for  federal  SILa.  In  1975,  the  FHLBB  proposed  VRM 
authorlEStion  for  federal  SILs,  but  was  d'l^terred  when  the  Senate 
unanimoualy  passed  a  resolution,  S.  Con.  Ren,  Il5  npposlng  s'ich 
authorl^^Qtlor:  At  the  sane  tine,  the  House  of  Represent  at  IV"!  pksc«4 
by  a  vote  of  291  to  lO^i  a  bill,  H.B.  G20J,  with  thu  same  purpose- 
Although  the  1975  Congressional  action  against  vbKh  did  not   l-igaLV/ 
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prohibit  the  FHLBB  frcaii  authorljlng  VTOto,  the  ?HLBB  has  Indloatatf 
that  It  vlll  not  imTf  th«  vlll  Of  Congrcaa.     Obvlousl?,   Smat* 
paasage  of  the  Tower -Crana ton  raaolutlon  would  algnal  th«  ?IIUB 
that  the  Senate  haa  abandoned  Ita  atrong  atand  agalnat  VRna. 

The   Tower-Cranston  resolution  la  part   of  an  SIL  InduatP; 
•tratasy   to   disguise   hh«  VRh  as  merely  one  of  several  new  mortgage 
opttona  for  biiiiB  owners  and  to  create  the  U^reasJon  that   consumi^r 
asfegiiarda    nan  protect  Vfttt  IjorrowerB    from  Injury        The  rosolutlon 
dlroota  the  FHLBB  to  1)   authorise  TOHa   ana  rollover  mortgagea,   a 
fom  of  VRM,   for  Tederal  SlLs  In  Btatea  where  federal  S»Lb   are  at 
a  competitive  disadvantage   If  they  cannot  offer  vm»,   8)  to  authorise 
graduated  payment  nortgagea   (GFHa)  and  reverse  annuity  Bortgagas 
CRAMar  for  fetJeral  SlLs   In  all  atatea     and  3     to  prooulgate  oonauner 
■afeguarda   for  all  of  these  alternative  mortgage  InatruMenta   (AMIa). 

Beneath  the  alternative  mortgage    Inotruraent-optlon  facade 
Ilea  the  etark  reality  that  the  SIL  Industry  seeks  the  VTffl  as  a 
replaooment  for  the  standard   filled  rate  mortgage  and  haa  no  Intsroat 
In  marketing  the  QPH  or  RAM.      The   EiL  Induatry  desires  to  roplaoe 
fined  rate  mortgages  with  VRKs  because  VBKa  enable  SiLa  to  ahlft 
Interest  rabe  risk  to  borrowers  and  to  profit  by  manipulating 
borrowers       fiPMs  and  hAMs     both  modlflcatlono  of  the  standard  fixed 
rate  mortgage  that  may  prove  benericla.1  to  Certain  oategortoa  of 
borrowers,   do  not  shift  Intereat  rate  risk  from  lender  to  borrower 
and  thua  hold  no  Intereat  for  StLa.      In  states  where  S&La  are  permitted 
to  offer  tlPMB   and  RAMa,  they  have  iaaued  virtually  none  of  theae 
mortgage  Inatrumenta.     Virtually  all  OfMs  being  Issuea  at  this  time 
are  7HA  inaured  OPMa  originated  by  nortgage  banking  ooo^anlea,  not 
S(Lb. 

The  only  real  laaue  presented  by  the  Tower-Cranaton  resolution 
IB    the  VRM.      At  present,    the  7HLBB  haa   regulatory  authority  to 
authorliB   all   types   of  OPKs  and  HAHs  for  federal  SlLa  In  all   atatea. 
The    Congressional   action  In    1175  re.leotlng  VHMs  did  not  In   any  way 
indicate  opposition  to  OPMa  and  RAMs       Thus      defeat   of  the  Tower- 
Cranaton   reaolution  would   not  In  tnjf  way  impede   the   development    of 
OPMa  and  RAMs .     On  the  other  hand,  vm  authorization  would  eliminate 
any  incentive  for  ^SLs   to  experiment   with  modlfloatlona   Of  the  atandard 
fixed  rate  inortgage  that  do  not  ahlft  Interest  rate  risk,  such  as  the 
QFH   and  RAH. 

The  ^ower. Cranston  reaolution  contalna  several  general  oonoepCa 
regarding    oonsilnier   safeguards  on  VBMb.      However,   the   resolution 
gives  the  FHLBB  complete  discretion  to  apeclfy  standBTda  to  Implement 
theae  general  concepts.     Thua,  whatever  standards  are  choaen  bf  the 
PHLBB    can  be  weakened  whenever  the  StL  Induatry   chooses   to  oiert 
preaaure  on  that  agonoy. 

However,  even  If  speeifio  standards  for  consumer  sBfeguards 
were  embedded  In  a  federal  statute,   this  would  not  protect  borrovera 
from  injury.     The  futility  of  attempting  to  develop  effective  cons 
safeguarda  on  VRKa  can  readily  be  aeen  by  examining  the  oonaitter 
a  afeguarda  recently  proposed  by  the  ?IILBB. 
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ElUt,  the  FKLBB  prapoB«a  that  each  fsdaral  UL  offarlng  TRNs 
would  hava  to  offar'  eaoh  prospaatlTa  borrower  the  aholoe  of  a 
standard  rixed  rate  nortgajie.     Dnfortxinataly,   thla  oonauaar  BaTaKuard 
cannot  prarent  an  SIL  Trcm  ralalns  the  Interest  rate  on  the  flxea 

rats  nortgage  to  the  point  where  the  option  Is  no  loiLger  meaningful- 

ifiilfllld.    the  yni^E  pro^ostE  that  eaoh  federal  S*L  offering 
VBHs  would  have  to  provide  eaoh  prospective  borrower  with  6  dlaoloHure 
statement  thai   oomparea  the  rBtoa ,   terns  and  monthly  paynenta  OK 
the  i/HM  with  those  en  the  fixed  rate  mortgage.      Yet,   snob  dlsoloaure 
will  not  enahle  aji  applicant  who  lacko  a  sophisticated  underotandlna 
of  Interest  rate  trends  to  offeotlvelj  Judge  the  relative  value 
of  the  VRn  and  the  ri»ed  rate  mortgage,  nor  will  It  protest  suoh  an 
appiioant  from  a  dubious   suggestion  by  lenders  or  brokers  that 
Mortgase  ratea  have  peaJcsd  and  are  likely  to  fall  aaklns  TIDto  a  good 
deal. 

QilXd,  the  PKLBB  proposes  that  the  Intsrest  ratea  on  Tmb 
offersd  by  federal  5IL.a   oould  rise  no  moi'e  than  2  1/21  over  the  life 
of  the  mortgage  and  nO  raore  than  l/2t  per  year..   Tet,  even  with 
this  limitation,   mortgage  payments  (liould  tdse  tf  per  year   and  2DI 
over  a  five  year  ptrlod.      Such  an  Increase  could  Impose  significant 
budget  hardship  on  moderate  and  lower  Income  hone  owners.      Even  worse, 
the  Increasea  in  mortgage  payments  would  cone  during  periods  of 
sooelerstlng  Inflation,   since  interest  rate  Increases  generally 
parallel   accelerating  inflation.     Tet,  during  periods  of  accelerating 
mrifttlon,   wages  do  not  keep  pace  with  the  coat  of  living  and  aany 
families  face  growing  budget   dlffloultlea        Thus     VKKs  would 
aggravate  budget  dlfriculties  at  the  worst  poaalbl*  tlB*      Moreover) 
a  VfiM  oould  easily  result  in  a  subatantlal  Inoreaae  In  total  mortgaga 
payments  over  the  life  of  the  mortgage — for  oiampla,   additional 
payments  of  120.000  on  titO.OOO,   30  year,   9S  mortgage. 

Fourth,   the  TKUIB  proposes  that  no  more  than  50f  of  the  aortiaia 
loans  originated  each  year  by  a  federal  3IL  could  be  vma,     Tet,  i 

recent  nationwide  FHI,3B  SpC'iiiored  ^Ui-Vey   found  that   82(   Of  ham    . 
buyers    strongly  r"'-''"!-  '■'^-■^   flrfs-l   rate  raorLgage  to  the  VBH.      If  821 
of  all  home  bi:  'sra  want    ■■-..-;   -r,.' ,-  mortgages,  but  only  501  of  all 
mortgogea  supplied   are    fixed   rato  martgagcs,   than  the  demand  for  fixed 
rate  oortgageH  wl?.  .    exoe-d  the  supply       This  will  cause 

either  higher  interest  ratea  on  fixed  rate  mortgageB  or  rationing 
through  the  imposition  of  onerous  terms  that  disadvantage  low-to- 
noderate  Income  persons  and  persona  who  live  in  redlined  netctaborbooda. 

£1£U),   the  dis criminatory  effect  of  VTIKs  on  mlnoritlas,  the 
elderly  and  other  parsons  with  relatively  fixed  Incenes   oan  be 
eliminated  only  by  prohibiting  the  use  of  an  upward  nobility  faotor 
in  VRN  lending  decisions.     Yet,  the  7HLBB  has  no  intention  of  doing 

this. 

The  S(L  industry  claims  that  the  anti-consumer  aapaots  of  the 
VRK  are  offset  by  ths  VRM's  ability,  if  used  on  a   Hidespread  basis, 
to  stabilise  the  flow  of  funds  Into  tha  moFtgage  raarket  during 
periods  of  tight  money.   However,  when  VSM  annual  Interest  Incresaes 
are  limited  to  1/21  per  year,  as  proposed  by  the  TliLBB,  VRHb  cannot 
generate  enough  additional  SlL  IncoMe  to  significantly  affaot  tba 
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supply  of  mortgage  erodtt  during  a  credit  orunoh.  For  exanvlVi 
evan  If  50(  of  all  S*L  portfolioa  had  besn  VRMs  during  the  1973-7* 
credit  orunh  and  S&Ls  had  Invested  all  the  additional  income  from 
VRNs  in  mcrtgags  loans,  the  additional  iDortgage  loans  Mould  hav« 
offset  only  7»  of  the  »13.7  billion  decline  In  nortgage  oredlt  flows 
that  occurred  during  the  credit  crunch.  Moreover,  It  la  doubtful 
that  even  thle  modeat  7%   offset  would  have  oecurred,  slnoe  many  SlLs 
would  most  likely  have  used  their  additional  VRM  generated  Inaome  to 
reduce  their  -ash  advance  borrortngs  from  the  FHLBB,  rather  than  to 
make  additional  mortgage  loans  ■ 

In  order  for  VRHa  to  enable  SiLs  to  compete  effectively  for  funds 
In  money  marketa  during  a  credit  crunch  under  current  conditions 
and,  thereby,  have  a  significant  Impact  on  the  supply  of  mortgage 
credlf,  all  limitations  on  annual  interest  rate  increases  would  have 
to  be  eliminated  and  Interest  rates  on  outstanding  VRNs  allowed 
to  rise  to  12!(  to  I'll.  Any  such  short  term  escalation  of  mortgage 
rates  would  unleash  a  storm  of  public  protest. 

The  boon-bust  cycles  In  the  mortgage  market  are  the  Inevitable 
consequences  of  sharp  fluotuatlons  in  money  market  interest  rktes. 
These  cycles,  with  their  adverse  effect  on  housing  construction, 
cannot  be  eliminated  by  tampering  with  the  mortgage  instrument  so  as 
to  shift  interest  rate  risk  from  lenders  to  borrowers.  Any  meaningful 
attempt  to  solve  thle  problem  will  require  major  changes  in  the  conduct 
of  monetary  policy  and  perhaps  changes  In  the  tax  laws  and  portfolio 
regulations  affecting  various  financial  institutions. 

The  public  Injury  that  would  result  from  authorisation  of  VHHs 
for  federal  StLs  has  been  widely  recognized.  Among  the  arganliatlons 
opposing  such  authorization  sre  the  National  Association  of  Home 
Builders,  the  AFL-CIO,  the  United  Auto  Vorkera,  the  SAACP,  the 
National  Urban  League  and  Consumer  Federation  of  America.  Even  the 
more  enlightened  Individuals  within  the  SirL  Industry  do  not  support 
VHMa.   In  Janusry  of  thle  year,  the  Alternative  Mortgage  Instruments 
Coirmilttee  of  the  National  Savings  and  Loan  League  voted  to  drop  Its 
support  of  the  VRM.   According  to  Arthur  Courshon,  Chairman  of  the 
committee  and  Chairman  of  Washington  Federal  SIL  of  Klanl  Beach, 
Florida,  the  \m   "doesn't  fit  In  with  the  concept  of  bringing  more 
people  into  the  housing  stream."  Although  the  StL  industry  haa  long 
been  the  beneficiary  of  Congressional  faToritlsm,  the  line  must  be 
drawn  when  widespread  harm  to  conauniers  will  result. 
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Chairman  St  Germain-.  Fortunately,  we  have  pretty  good  attend- 
ance this  morning,  so  we  will  abide  by  the  5-minute  rule  for  the  first 
round  of  questioning,  and  that  applies  to  the  chairman  as  welL  I 
see  staff  is  starting  the  clock. 

Mr.  Schechter,  you  seem  to  argue  that  a  great  segment  of  our  finan- 
cial industry  cannot  operate  in  an  open  competitive  market.  On  pa^  3 
you  suggest  that  the  competitive  escalation  of  interest  rates  on  savings 
results  in  unsound  financial  practices  and  indicate  a  linkage  to  bank 
failures. 

Referring  to  tlie  last  incident  of  failures  in  1974  and  1975,  am  I  cor- 
rect that  you  are  telling  us  that  the  U.S.  financial  sy^m,  in  effect,  re- 
quires a  subsidy  of  some  kind — in  this  case,  from  savers — in  order  to 
operate  properly  ? 

Mr.  Schechter.  No,  sir. 

Cliairman  St  Gebmaix.  Or  are  you  stating  that  perhaps  the  subsidy 
for  tlie  delivery  of  cre<ltt  for  home  mortgages  might  form  altemstives 
to  the  present  system,  which  is  a  subsidy  by  the  small  saver?  And 
would  the  AFL-('IO  favor  removing  the  subsidy  by  the  small  saver 
by  substituting  therefor  direct  lending  by  the  Federal  Government 
financed  out  of  general  revenues,  or  a  subsidy  to  the  home  buj-er  rather 
than  to  the  financial  institution  1 

To  go  one  step  further,  these  revenue  bonds  are  now  being  issued  not 
only  by  State  home  mortgage  finance  agencies,  hut  by  municipalities 
as  well.  Are  they  not,  in  fact  and  indeed,  a  permanent  subsidy  to  the 
home  purchaser,  which  doesn't  take  into  account  the  increased  income 
over  a  period  of  time  as  does  the  section  8  or,  particularly,  the  section 
235  in  the  area  of  purchases,  wherein  as  income  increases  the  subsidy 
decreases  ? 

Mr.  Schechter.  On  the  latter  point,  I  agree  with  you,  sir.  There  is  a 
subsidy  inherent  in  municipal  bonds  to  finance  mortgages.  In  the  light 
of  the  present  housing  situation,  as  nmch  as  the  AFI.M^IO  generally 
opposes  any  tax  loophole,  we  have  endorsed  the  idea  of  municipal 
bonds  to  serve  people  of  limited  income  with  mortgages  that  they  can 
afford. 

But  if  I  may  get  to  some  of  the  central  jwints  you  are  making.  I  am 
sorry  I  wasn't  clear  in  that  I  was  referring  to  not  the  immediate  situa- 
tion only,  but  the  lona-term  trend  which  I  think  is  the  reason  for  the 
establishment  of  regulation  Q.  the  original  regulation  Q,  in  1933,  after 
we  had  had  some  ex|)erien<T  lietween  192!)  and  1933,  when  lenders  had 
overextended  themselves.  I  don't  see  liow  a  lender  who  keeps  competing 
for  funds  at  higher  and  higher  rates  can  avoid  seeking  higher  and 
higher  returns  to  cover  those  rates,  I  don't  think  that  has  anything  to 
do  with  a  sulwidy  to  the  consumer  or  for  housing. 

It  is  a  matter  of  competition ;  it  is  the  nature  of  the  animal.  We  do 
need  Federal  regulations.  I  l>elip\e.  Therefore,  I  favor  the  original 
conc<»pt  of  regulation  Q  for  that  reason, 

Cliairman  St  Germaix.  I  am  forced  to  interrupt  you  because  of 
the  time  constraints  that  I  have  placed  on  myself. 

The  probloni  is  that  the  ix-ople  who  now  are  operating  financial  in- 
stitutions, particularly  the  thrift  institutions,  find  themselves  com- 
peting with  an  unregulated  segment  of  the  market — to  wit,  theee 
money  market  funds  that  are  paying  9,9.  10,2  percent. 
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Now,  wliere  do  we  go  from  here.  I  can  see  the  demise  of  the  thrift 
industry  if  this  keeps  up.  There  is  no  way  they  can  compete,  because 
in  order  to  compete  in  that  area  they  are  going  to  have  to  charge  out- 
landish prices  for  their  mortgages, 

Mr.  ScHECHTER.  Mr.  Chairman,  it  is  not  the  depository  institutions 
who  are  competing  with  the  money  market  funds.  It  is  the  users  of  one 
type  of  credit  versus  another  type  of  credit.  The  money  market  funds 
are  placing  most  of  their  funds  in  either  large  CD's  sold  by  commer- 
cial banks  or  in  commercial  paper,  botli  of  which  go  to  finance  differ- 
ent types  of  business  enterprises  which  serve  certain  consumer  goods 
and  service  demands. 

Tho?e  consumers  happen  to  be  willing  to  pay  high  enough  prices  to 
pay  higher  interest  rates,  whether  it  is  the  commercial  banks  that  do 
that  financing  directly,  or  they  need  an  intermediary  such  as  the  money 
market  funds  which  package  $1,000  and  $2,500  subscriptions  into  $100,- 
OOO  certificate  of  deposit  purchases.  That  is  just  a  matter  of  mechanics. 
If  there  isn't  one  mechanic,  there  will  be  another  type  of  mechanic  to 
channel  the  flow  of  funds  to  the  credit  use  which  is  willing  to  pay  a 
liigher  yield. 

And  therefore,  if  we  want  to  get  at  the  problem,  we  can't  do  it,  I 
think,  by  saying  one  type  of  institution  is  protected  versus  another 
type,  although  T  have  supported  regulation  Q  to  try  to  help  housing. 
But  when  the  interest  rates  went  high  enough,  regulation  Q  does  not 
work,  nor  do  other  things  like  that. 

And  if  you  ask  where  do  we  go.  as  I  have  indicated  before,  I  think 
we  have  to  go  to  some  form  of  selective  credit  regulation;  otherwise, 
within  the  institutional  framework  there  is  no  solution  to  this  problem. 

Now,  I  don't  think,  either,  that  home  buyers  are  being  subsidized  by 
small  savers.  I  refer  you  to  the  table  at  the  back  of  my  prepared  state- 
ment. You  can  see  wlio  has  savings  and  in  what  amounts. 

First  of  all,  I  hope  we  would  give  some  credence  to  the  37  percent 
of  families  who  have  no  savings,  who  pay  for  higher  interest  rates  in 
everything  they  buy. 

Second,  even  if  you  take  a  saver  in  the  middle  range  who  might  have, 
let  us  say.  $5,000  in  sa\'ings.  but  then  he  takes  out  a  §40,000  mortgage. 
Is  he  a  net  gainer  or  a  net  loser,  if  the  structure  of  interest  rates  goes 
up  1  percent? 

So,  I  think  when  we  talk  about  the  small  saver,  we  ought  to  begin  to 
look  at  the  facts.  We  have  had  a  lot  of  generalization  here,  but  let  us 
see  who  gets  a  net  gain  and  who  gets  a  net  loss  as  we  raise  interest 
rates. 

Thank  you,  sir. 

Chairman  St  Germain.  Mr.  Hanley. 

Mr.  Hani.ey.  Thank  you,  Mr,  Chairman. 

I  want  to  commend  each  of  the  witneses  for  your  fine  testimony. 
You  make  some  excellent  points  related  to  variable  mortgages  and 
the  elimination  of  the  prohibition  of  the  pajmient  of  interest  on 
demand  accounts. 

Ms.  O'Eeillv.  on  page  2.  the  figures  that  you  u.se  with  respect  to 
the  accumulated  interest  payments,  do  these  figures  represent  the 
total  from  the  inception  to  that  date  in  November? 

Ms.  0'Reii,i.t.  No.  only  the  month  of  November  1978. 
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Mr.  Hanley.  For  that  1  month  1 

Ms.  O'Beilly.  Bight. 

Mr.  Hanley.  I  see. 

Ms.  O'Keilly.  As  indicated  by  the  Federal  Reserve  in  Boston,  this 
follows  a  pattern.  It  is  not  an  aberration.  In  other  words,  since  the 
inception  of  NOW  accounts,  the  payout  of  interest  on  NOW  accounts 
has  far  exceeded  total  service  charges.  There  has  bewi  no  evidence 
of  any  larger  increases  in  service  cnarges  to  manipulate  the  NOW 
account  market. 

Mr.  Hanley.  That  is  ratlicr  astronomical. 

Would  you  agree  that  if  expanded  authority  were  provided  credit 
unions,  S.  &  L.'s  and  so  forth,  and  tlien  along  with  it  the  committee 
sliould  look  at  the  regulatory  requirements  and  other  obligatitHis  so 
that  fairness  prevailed  insofar  as  the  ability  of  the  odier  segments  of 
the  industry  to  compete 

Ms.  O'Reilly.  There  is  an  obvious  temptation  to  take  this  legislation 
and  use  it  as  a  veliicle  for  broader  examination  of  all  financial  instita* 
tions.  Yet,  because  of  the  January  1  deadline,  it  is  important  to  dis- 
cipline ourselves  to  address  the  problem  at  hand,  and  to  make  sure 
that  the  present  transaction  accounts  that  are  in  effect  among  financial 
institutions  are  maintained. 

Former  Senator  Mclntyre's  testimony — before  the  subcommittee — 
was  persuasive  as  to  tlie  issue  of  liigli  consumer  usage  of  various  trans- 
action accounts  and  tiie  popular  acceptance  of  those  accounts. 

Mr.  Hanley.  Tliank  you  very  much. 

Thank  you,  Mr.  Chairman. 

Chairman  St  Germain.  Mr.  Wylie. 

Mr.  Wylie.  Thank  you,  Mr.  Chairman. 

Ms.  O'Reilly,  on  page  3  of  your  testimony  you  say :  *'To  those  who 
su^;e6t  that  low-income  consumers  are  particularly  disadvantwed 
by  mtcrest-l)earing  checking  accounts,  I  would  point  out  the  EITS 
Commission" — and  then  you  quote  from  their  report.  Are  you  suggest- 
ing there  that  low-income  people  sliould  be  in  the  vanguard  of  using 
EFT  and  credit  cards? 

Ms.  O'Reilly.  No.  The  point  here  is  that  low-income  consumers — at 
the  bottom  ladder  of  the  economic  scale — are  not  partJcipaUng  in 
checking  and  savings  nccotmts  to  a  large  extent.  Thus,  they  are  not  part 
of  the  citizenrj-  snbstflntially  affected  by  NOW  accounts.  Yet,  to  the 
extent  they  are  participating,  NOW  accounts  make  more  economic 
sense  because  it  can  decrease  their  present  reliance  on  money  orders 
which  are  very  expensive. 

Mr.  Wtlie.  Would  not  low-income  people,  though,  be  least  likely  to 
understand  these  services  and  more  likely  to  understand  traditional 
services,  such  a.s  checking  accounts  ? 

Ms.  O'Reilly.  In  talking  to  the  consumer  groui)s  in  New  England 
who  arc  affiliated  with  CFA  and  who  liave  particular  sensitivities  to 
low-income  consumers,  there  does  not  seem  to  be  any  evidence  that  the 
disclosures  accompanying  NOW  accounts  liavc  been  inadequate. 

Obi-iously,  in  an  EFTS  world,  whicli  is  much  more  technologically 
sophisticated,  (here_  is  a  need  for  special  sensitivities  and  disclosar^a, 
which  we  liave  consistently  called  for  in  our  posititm  papers  on  EFT^. 
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NOW  accounts  do  seem  to  be  basically  a  checking  account  with  inter- 
est, a  hybrid  concept  that  is  easier  to  explain  to  the  population  as  a 
whole. 

Mr.  Wylie.  Do  you  see  a  distinction  between  a  NOW  account  and  a 
transaction  account? 

Ms,  O'Reillt.  In  what  resp«;t? 

Mr.  Wylie.  Well,  a  transaction  account  can  be  a  terminal  account  or 
an  EFT  accoimt,  whereas  a  NOW  account  provides  some  instrument, 
some  signing  up.  A  share  draft,  I  put  in  the  same  category  as  a  NOW 
account.  For  example,  you  have  to  affirmatively  do  something;  the 
consumer  has  to  affirmatively  do  something. 

I  would  say  that  a  transaction  account  might,  in  fact,  be  an  EFT 
account.  And  that  was  the  next  question  of  mine.  Is  my  memory  faulty, 
or  did  you  testify  agaJnst  electronic  fund  transfer  accounts? 

Ms.  O'Reilly.  We  have  not  testified  against  EFTS,  but  we  wanted 
the  technology  accompanied  by  very  strong  and  specific  consumer  safe- 
guards. We  have  never  been  against  EFTS,  as  such. 

And  one  of  the  points  on  EFTS  is  that,  typically,  in  order  to  qualify 
for  an  EFTS  account,  the  customer  has  to  demonstrate  a  certain  mini- 
mum balance,  and  often  even  an  income  level  which  has  been  used  as  a 
vehicle  by  the  instituti<Hi  to  really  weed  out  lower  income  consumers. 

Mr,  Wylie.  OK.  I  was  interested  in  your  particular  paper,  because 
it  seemed  to  tun  as  if  you  thought  there  might  be  a  blurring  of  the 
distinction  between  the  savings  account  and  a  transaction  account,  in 
history  as  we  now  see  it.  And  I  am  trying  to  develop  my  own  position 
on  this,  and  I  have  asked  this  question  of  several  of  the  witnesses:  Do 
you  see  a  distinction  between  a  savings  account,  which  I  regard  as 
using  money  a.s  a  storer  of  value,  and  a  transaction  account,  which  is 
using  money  as  a  medium  of  exchange?  And  what  would  you  think 
about — oi'  would  it  be  more  equitable  to  the  consumer  if  we  allowed 
interest  rates  to  rise  to  all  savers  and  maintained  the  distinction  that 
we  now  have  on  cliecking  accounts,  where  there  wouldn't  be  any  inter- 
est rate,  in  other  words,  to  provide  the  consumer  with  a  nest  egg  to 
put  his  money  into  a  savings  account  that  would  receive  more  interest 
rate,  but  maintained  the  distinction  between,  as  I  now  see  it,  between 
a  checking  ac<wunt  or  a  transaction  account,  and  a  medium-of- 
exchange  account  as  a  storer  of  value,  and  a  savings  account  ?  Wouldn't 
that  encourage  more  people  to  put  money  into  savings  accounts  and 
encourage  people  to  put  more  money  in  as  a  storer  of  value  and  thereby 
putting  more  money  into  an  account  which  could  be  used  in  the  hous- 
ing industry,  for  example? 

Ms.  O'Reilly,  Well,  I  share  the  concern  of  the  Gray  Panthers  that 
there  definitely  sliould  be  a  distinction  between  the  consumers  and  the 
commercial  for-profit  entities  on  that  type  of  ac«ount.  And  although 
there  has  to  be  economic  incentives  for  there  to  be  sufficient  funds  in 
the  thrift  institutions  to  accommodate  the  mortgage  market,  I  think 
tliat  the  NOW  account  experience,  in  New  England,  for  example,  and 
the  transaction  accounts  that  have  been  allowed,  don't  show  that  there 
has  been  any  negative  impact  on  tlie  funding  of  the  thrift  institutions 
directly  relating  to  these  policies. 

Mr,  Wylie.  Mr,  Schechter,  on  page  5,  you  criticize  the  variable  rate 
mortgage — and  I  liave  heard  you  say  this  before,  of  course— because 


,dhvGooglc 


438 

of  the  risk  of  rising  interest  rates  is  shifted  from  lenders  to  home- 
owners, as  you  say.  Do  you  know  of  any  other  cost  associated  with 
owning  a  home,  whether  it  be  the  land,  building  materials,  labor,  fuel, 
or  maintenance,  which  is  not  ultimately  borne  by  the  homeowner! 

Mr.  ScHECiiTEn.  Of  course,  (he  homeowner  covers  the  cost  of  many 
of  those  things  tliat  are  in  the  structure  when  lie  buys  the  home.  There 
is  no  uncertainty  about  that.  There  are  other  costs  which  he  focea 
which  rise,  such  as  utilities,  which  he  has  to  pay. 

Mr.  Wylie.  Or  maintenance. 

Mr.  ScHECHTER.  Or  maintenance ;  sure.  Which  are  not  that  predict- 
able. 

On  tlie  other  hand,  the  interest  rate  change  is  a  risk  which  the 
lender  traditionally  has  assumed.  Presumably,  the  interest  rate  pays 
him  for  taking  that  risk.  And  as  a  matter  of  fact,  bonds  are  still  sold 
that  way.  Billion  of  dollars'  worth  of  bonds  are  sold  every  year  with 
a  fixed  interest  rate,  and  they  are  purchased  by  investors. 

Now,  the  thirft  institutions  that  make  mortgage  loans  have  run 
into  the  dilemma  referred  to  by  the  chairman,  in  that  they  have  to 
compete  with  other  institutions  that  service  nonhousing  uses,  and 
|)eoplc  who  buy  goods  and  services  or  borrow  funds  for  nonhousing 
uses  or  certain  types  of  nonhousing  uses  are  willing  to  pay  prices  th^ 
support  higher  interest  rates  than  mortgage  interest  rates. 

It  also  happens  that,  in  the  production  of  certain  goods  and  services, 
the  financing  charges  are  relatively  a  small  part  of  the  total  production 
cost,  so  that  the  producer  is  wilhng  to  raise  his  interest  rate  1  percent 
very  rapidly,  if  necessary,  to  obtain  funds  when  his  market  is  good. 

The  home  buyer  cannot  compete  against  that  sort  of  thing.  That 
is  why,  if  we  allow  this  shift  to  make  the  homeowner  vulnerable  to  a 
new  type  of  risk  which  has  traditionally  been  borne  by  a  lender,  we 
will  exacerbate  the  traditional — not  traditional,  but  the  repeated  cycles 
in  housing  that  we  have  had  which  are  very  costly  from  the  point  of 
view  of  raising  costs  of  housing  and  generally  contribute  to  signifi- 
cant business  cycle  fluctuations  and  harm  to  the  entire  econonnr. 

Mr.  Wn-iE.  t  have  been  given  a  note  that  my  time  is  up.  Maybe  I 
will  have  a  chance  to  get  back  to  this. 

Ms.  O'Reillt,  Mr,  Cliairman,  with  your  indulgence,  I  wonder  if 
I  mig])t  submit  answers  in  writing,  because  of  the  time  constraint  we 
described  earlier. 

Chairman  St  Germain.  Yes. 

Ms.  0'BEiLj,r.  Thank  you  very  much. 

Chairman  St  (iermain.  Mr.  Leach  * 

Mr.  Leach.  Excuse  me.  Ms.  O'Beilly,  I  have  several  questions  for 
you. 

Ms.  O'Keilly.  And  I  would  be  glad  to  answer  them  in  writing.  As 
wc  described  at  tlie  beginning  of  the  the  testimony,  I  am  under  a  very 
tight  schedule  today,  and  was  only  allowed  to  stay  until  11. 

Mr.  Lb'\cu.  You  cant  stay,  then,  for  5  more  minutest  It  is  only 
10:55. 

Tlie  reason  I  want  to  ask  you  several  questions  is  that  I  am  frankly 
a  little  concerned  about  one  issue  and  would  like  to  delve  into  this 
just  a  bit. 

You  have  referred  to  your  group  as  a  nonprofit  organization.  Does 
that  mean  you  are  nonpartisan  i 
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Ms.  O'Reilly.  Nonpartisan  politically  (  Yes.  We  have  endorsed 
Kepublicans  and  Democrats, 

Mr.  Leach.  Did  you  endorse  any  Republican  congressional  candidate 
in  the  last  election! 

Ms.  O'Reillt.  That  is  correct. 

Mr.  Leach.  As  you  know,  you  appeared  in  the  First  Congressional 
District  of  Iowa  during  tlie  last  election  and  held  several  press  con- 
ferences calling  for  my  defeat.  And,  frankly,  that  is  the  right  of  any 
group  and  I  respect  tliat  right. 

What  concerns  me — anavery  much  so — were  some  of  the  statements 
made  at  that  time.  I  have  asked  my  staff  to  get  several  press  releases, 
and  I  would  like  to  mention  these.  These  are  of  relevance  because,  as 
a  witness,  you  have  a  credibility  to  sustain.  As  a  Congressman,  I  have 
a  voting  record  to  defend. 

In  that  regard,  I  would  like  to  read  a  couple  of  statements  tou  made 
which  I  found  very  difficult  at  the  time.  In  addition,  I  would  like  to 
respond  to  several. 

Ms.  O'Reilly.  In  faimees  to  me,  let  us  make  a  distinction  between 
comments  that  the  press  said  I  made  and  those  that  I  truly  made. 

Mr.  Leach,  You  are  quoted  as  saying : 

He  Is  consletcDtly  given  the  opportunity  to  vote  for  the  fat  cats  and  the  average 
consumer.  He  consistently  came  ont  In  favor  of  the  fat  cats,  said  Kathleen 
O'Reilly. 

Then  you  also  say  I  am  one  of  the  most  anticonsumcr  members  of 
the  Congress. 

Ms,  O'Reilly.  As  evidenced  by  the  CFA  voting  record,  that  is 
correct. 

Mr.  Leaoh.  And  it  was  indicated  that  I  voted  for  the  B-1  bomber, 
even  thougli  on  six  separate  occasions  I  voted  against  it. 

Of  the  145  Republican  Members  of  the  Congress  la^  year,  HI  of 
these  had  worse  CFA  ratings  than  I.  Only  17  had  better  ratings  accord- 
ing to  Ralph  Nader's  Consumer  Watch  organization  than  my  particu- 
lar rating. 

You  also  were  quoted  as  saying  I  voted  against  an  amendment  which 
would  have  insured  that  agribusiness  corporations  would  not  be  able 
to  be  recipients  of  FederalGovemment  subsidies.  Actually,  the  vote 
was  the  other  way  around. 

Ms.  O'Reilly.  Neither  of  those  quotes  are  accurate  representations 
of  what  I  said.  I  gave  them  the  CFA  voting  record,  the  National  Farm- 
ers Union  voting  record,  the  National  Farmers  Organization  voting 
record,  and  other  voting  records  including  public  interest  groups  that 
follow  defense  spending.  I  made  that  distinction  in  my  presentation 
to  the  press. 

I  backed  up  the  CFA  voting  record,  which  I  still  am  very,  very 
pleased  and  committed  to. 

Mr.  Leach,  I  can  understand  that.  But  my  problem  is  that  you  were 
qimtpd  as  saying  that  I  voted  for  the  B-I  Iximber.  Now,  is  that  in- 
correct ? 

Ms.  O'Reilly.  That  is  not  correct. 

Mr.  Le.\ch.  You  didn't  say  that?  You  didn't  say  that  I  voted  for 
the  social  security  tax  increase  ? 

Ms.  O'Rehxy.  I  honestly  don't  recall.  Is  that  on  our  voting  record? 
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Mr.  Leach.  It  is  not  on  the  voting  record.  All  these  are  things  thai 
the  press  reported  you  said.  They  are  not  things  from  a  list. 

And  again,  my  concern  is  that  I  voted  against  the  social  securilr 
tax  increase.  In  fact,  of  things  you  were  quoted  as  saying  that  I  did, 
on  five  separate  occasions  you  missed  the  vote.  On  four  separate  oc- 
casions you  were  correct,  I  voted  against  your  organization's  point 
of  view. 

My  concern  is  a  difficult  one,  because  you  represent  a  very  important 

Soint  of  view,  one  with  which  people  can  agree  and  disagree.  As  a 
[ember  of  Congress,  in  total  there  were  about  250  people  closer  to 
your  point  of  view  than  I  and  about  178  who  were  less  close.  And 
you  have  the  right  to  come  out  and  campaign  for  anyone  you  please. 

My  only  concern  is  that  several  misrepresentations  were  made  in 
the  press  and  no  effort  was  made  to  correct  that.  Let  me  cite  one  of 
the  severest,  which  is  a  direct  quote  from  you. 

Ms.  O'Reilly.  May  I  respond  to  your  earlier  points  first  though! 

Mr.  Leacii.  Sure. 

Ms.  O'Reilly.  First  of  all,  our  decision  on  which  candidates  to 
endorse  was  based  on  a  number  of  factors,  which  was  repeatedly 
explained  to  the  press  and  to  the  public  at  large.  The  voting  record 
score  was  one  factor,  a  very  important  factor. 

Responses  by  candidates  to  a  questionnaire  that  we  sent  to  all  in> 
cumbents  being  considered  for  endorsement  or  opposition  was  also 
a  factor,  the  comparative  responsiveness  to  those  consumer  issnefl 
between  an  incumbent  and  an  opponent. 

We  endorsed  approximately  37  or  40  candidates,  and  I  could  not, 
without  going  back  to  our  materials,  say  with  assurance  what  your 
voting  record  was.  Your  responses  to  our  questionnaire — as  I  recall, 
you  did  not  answer  our  questionnaire,  is  that  correct! 

Mr.  Leach.  That  is  incorrect. 

Ms.  O'Reillt.  Like  I  am  saying,  I  don't  remember  if  you  answered 
the  questionnaire  or  not.  But  compared  to  your  opponent,  who  scored 
very  highly  on  the  questionnaire  and  who  had  a  very  strong  record 
of  strong  support  for  consumer  issues,  as  well  as  your  voting  record, 
which  was  a  very  low  record — our  endorsement  was  very  unqualified. 

Routinely  tlie  press  at  that  press  conference  that  you  are  describing 
asked  how  your  CFA  voting  record  compared  with  other  entities.  And 
you  know,  the  digest  of  literally  dozens  and  dozens  of  voting  reccwds 
was  referred  to  on  some  of  the  other  defense  issues,  because  they  were 
not  on  CFA's  voting  record,  some  of  the  agricultural  issues  and  some 
of  the  others,  of  literally  a  half  a  dozen  entities. 

And  when  I  received  a  followup  press  call  from  one  of  the  lom 
newspapers  on  the  B-1  bomber  quote  specifically,  I  explained  very 
much  that  that  was  not  a  quote  attributed  to  me  or  to  CFA's  voting 
record,  and  he  would  have  to  check  into  the  accuracy  of  that  voting 
record  with  that  institution. 

Mr.  Leach.  I  can  understand  that.  If  I  could  interrupt  yon,  I  itxn 
no  problem  with  your  preferring  my  opponent,  or  coming  out  against 
me.  I  would  just  like  to  stress  that  my  only  problem  is  the  accnnwy. 

And  I  would  like  to  read  one  more  quot«. 

Cliairmnn  St  Germaix.  Excuse  me.  We  are  under  the  S-minnte  mle. 

Mr.  IjEach.  If  the  chairman  would  pardcm  my  indi  ' 
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Chairman  St  Germain.  I  have  been  indiilgent,  frankly.  The  chair- 
man must  make  a  statement  here. 

Oftentimes  we  have  witnesses  who  appear  before  us  who  have  indeed 
come  and  campaigned  against  indiTidual  members,  and  that  includes 
this  membei-  as  well.  The  hearing  that  we  are  having  today  is  on  trans- 
action accounts  as  well  as  VRM's.  And  I  think  the  Chair  has  indulged 
the  gentleman. 

By  the  same  token,  I  think  in  fairness,  because  of  the  fact  that  we 
may  be  called  to  the  floor  shortly,  we  should  continue  on  the  subject 
matter  of  the  hearings. 

Mr.  Leach.  The  Chair,  of  couise,  has  that  prerogative.  I  have  tried 
to  be  cooperative  in  the  past  with  the  Chair  on  as  many  issues  as 
possible. 

Chairman  St  Germain.  The  g^titleman  always  has.  That  is  why 
I  have  kept  my  mouth  shut. 

Mr.  Leach.  Thank  you. 

Ms.  O'Reilly — if  the  Chair  for  10  seconds  would  indulge  me — as  you 
leave,  if  I  comd  talk  to  you  for  1  minute  as  you  walk  out 

Ms.  O'REiiAr.  I  would  be  glad  to  meet  with  you,  Congressman,  at 
a  mutually  convenient  time  for  as  long  as  you  want,  to  go  into  detail. 
It  has  been  some  6  or  7  months  since  the  campaign  and  the  election. 
I  am  not  aware  that  I  have  ever  received  any  correspondence  from  you 
or  your  staff  asking  for  this  information.  And  I  think  the  record 
should  reflect  that  there  has  been  no  refusal  or  lack  of  cooperation  on 
my  part  to  discuss  this. 

Mr.  Leach.  I  appreciate  that. 

I  will  take  exception  to  what  you  say,  but  will  not  do  so  on  any  more 
of  the  Chair's  time.  If  you  could  make  some  time  available,  I  would 
be  very  appreciative. 

Ms.  O'Reillt.  I  will  do  tiiat. 

Chairman  St  Germain.  Mr.  Campbell  ? 

Mr.  Campbell.  Let  me  ask  Ms.  O'Reilly  one  thing.  I  was  looking  at 
who  the  Consumer  Federation  of  America  was.  As  I  am  new  on  this 
committee,  I  would  appreciate  it  if  you  tell  this  committee  where  your 
financial  backing  comes  from, 

Ms.  O'Reilly.  Organizationally,  we  include  Ccmsumers  Union, 
which  is  the  publisher  of  Consumer  Reports,  the  National  Council  of 
Senior  Citizens,  the  American  Association  of  Retired  Persons,  16  na- 
tional labor  unions,  the  National  Farmers  Union,  the  YWCA,  60 
Stat«  and  local  groups  from  37  States,  and  on  and  on, 

Financially,  of  our  budget  of  some  $250,000  a  year,  which  is  an 
approximation,  about  $90,000  comes  from  the  membership  dues  of  our 
organizations.  Approximately  $40,000  comes  from  our  annual  con- 
vention and  the  fund-raiser,  which  is  tonight,  which  is  why  I  am  in 
such  a  tight  bind  to  get  to  the  hotel.  Other  revenues  come  from  par- 
ticipants, the  sales  of  our  newsletter  and  publications,  and  the  honor- 
aria from  my  speeches  to  industry. 

Mr.  Campbell.  Then  you  receive  no  public  support  from  public  tax 
fundsof  any  sort? 

Ms.  O'Reilly,  We  have  had  two  Government  contracts,  one  with  the 
Office  of  Technology  Assessment  a  year  ago,  to  prepare  an  analy^s 
of  Federal  energy  programs  as  they  affect  low-income  consumers;  and 
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a  contract  with  the  Department  of  Agriculture  to  do  a  cost-bei 
pact  of  their  proposed  net  weight  standards. 

Mr.  Campbri.1..  Approximately  what  were  the  amounts  of  th 
tracts f 

Ms.  O'Reilly.  The  contract  with  the  Office  of  Technology  w( 
neighborhood  of  $23,000,  as  was  the  contract  with  the  USDA, 
(akeabout$l,000. 

Mr.  Campbell,  So  that  is  the  only  real  public  support  i 

Ms.  O'Reilly.  Yes.  We  are  a  (c)  (4)  organization. 

Mr.  Camfbeu,.  Thank  you. 

Let  me  ask  Mr.  Schechter,  if  I  might  ask  you  one  question.  ( 
4  of  your  testimony,  you  state  that  it  will  be  more  essential  th 
to  maintain  regulatory  ceilings  on  interest  rates  and  to  insure  1 
plicability  of  regulation  CJ  type  of  ceilings  on  demand  deposit 
rates  pending  the  development  of  money  and  credit  policy  thai 
have  interest  rates  as  a  central  focus. 

Now,  let  me  ask  you  this;  What  specific  money  and  credit 
ai-e  you  suggesting?  Do  you  propose  some  sort  of  credit  con 
credit  allocations?  And  if  so,  now  would  you  implement  them 

Mr.  Schechter.  Sir.  as  vou  probably  know,  the  Credit  Conl 
of  1969  gives  the  joint  authority  to  the  President  and  the  Fed* 
serve  Board,  in  order  to  fight  inflation,  to  regulate  credit  in  ju; 
any  way  they  would  want. 

Now,  let  me  point  out  to  you  a  few  very  modest  things  th 
done  and  are  Itemg  done  in  some  otlier  countries,  and  that  have 
bring  down  their  inflation  rate  gi-eatly. 

In  Japan,  in  the  yefhorlands.  and  in  France,  they  use  what  i 
window  guidance,  where  they  may  say  to  the  financial  instil 
You  may  extend  credit  this  year,  either  no  more  than  the  total 
of  last  year,  or  7  percent  higher  than  hiKt  year,  except  we  will  e 
sometimes  they  will  say.  we  will  except  housing  and  agricult 
cause  we  need  those.  So  that,  after  all.  the  purpose  of  general  m 
policy  19  to  depress  aggregate  demand  when  the  economv  is  oi 
ing.  But  we  do  it  by  having  the  interest  rates  raised  all  the  tin 
result,  oortnin  industries  wl'ieh  are  most  sensitive  to  higher 
rates,  such  as  housing,  get  hit  very  hard.  And  we  have  the* 
fluotuations.  and  we  do  have  a  housing  shortage,  and  inflatioi 
through  housing  primarily. 

These  other  eountries  are  depi-essing  aggregate  dranand  c 

Now,  there  could  be.  without  dependine  upon  the  interest  ni 
could  lip  other  thines  that  can  be  done  like  at  a  time  like  this 
could  be  a  prohibition,  for  example,  for  the  extension  of  credit 
takeover  of  one  company  by  another,  which  has  involved  hunc 
millions  and  perhaps  billion.^  of  dollars. 

Mr.  rAMPBEr,L.  If  vou  go  into  this,  who  do  vou  envision 
tliP  decisions  as  to  which  entitv  will  receive  credit  and  which 
Ts  it  going  to  be  based  nirnn  political  clout  ?  Are  we  going  to  i 
tlietotnl  market  that  is  controlled  now  by  interest? 

Mr.  SctiBCirrER.  Sir.  I  have  no  notion  of  ref^dating  thi 
economv.  That  is  not  involved.  That  is  whv  I  used  the  term  **! 
credit."  And  the  rest  of  the  economv  is  operating  the  way  it 
great  majority  of  the  economy  can  !>o  left  alone. 
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Japan,  Holland,  and  France  are  not  a  regulated  economj'.  Tliey 
have  done  better  in  dealing  with  inflation  than  we  have.  So  it  is  not 
a  matter  of  i-egiilat  ing  the  e<^onomy. 

And  mav  I  say  also  that  the  policy  we  have  used — we  have  seen 
six  i-epetitions  of  this,  including  at  this  time,  in  the  last  25  years, 
where  we  get  very  high  interest  rates  coming  up.  Housing  and  cer- 
tain State  and  local  construction  are  the  first  ones  that  are  nit.  There 
is  a  very  deep  decline  in  activity  in  that  particular  sector,  and  it 
helps  drag  down  the  entire  econcMny. 

Mr.  (!?AMPBEij,.  I  am  going  to  have  to  leave  to  go  vote.  But  let  me 
ask :  Who  would  set  the  regulations? 

Mr.  ScHECHTER.  The  Federal  Reserve  Board. 

Mr.  Campbell.  The  Federal  Reserve  Board  itself? 

Mr.  SciiEciiTER.  Yes. 

Mr.  Campbell.  Thank  you. 

Chairman  St  Germain.  The  subcommittee  will  be  in  recess  for  ap- 
proximately enough  time  to  vote  and  return,  because  some  of  the 
members  have  further  questions. 

r Brief  recess.] 

Chairman  St  Germain.  The  subcommitte  will  come  to  order. 

Mr.AVylie? 

Mr.  Wylie.  Mr.  Schechter.  I  wanted  to  follow  up  on  my  previous 
colloquy  with  you.  You  said  that  traditionally  the  lender  has  borne 
the  cost — or  excuse  me — yes;  traditionally  the  lender  has  borne  the 
risk  of  higher  interest  rates.  And  that  is  true,  of  course. 

I  ivould  say  we  are  not  in  a  traditional  situation.  Traditionally 
we  have  not  had  the  high  rate  of  inflation  that  we  have  today.  At  no 
time  in  our  history  have  we  ever  had  a  13.1-percent  inflation  rate  in 
1  niontli.  Tra<litiona]ly,  we  have  not  paid  interest  on  checking  ac- 
counts. Traditionally,  we  liave  not  paid  interest  on  XOW  accounts. 

Now,  aivn't  we  putting  the  lender  in  a  bind  when  we  say  that  we 
are  going  to  authorize  all  commercial  institutions  to  compete,  and  that 
might  make  it  easier  for  commercial  banks.  Indeed,  it  seems  to  me 
if  we  pay  interest  on  checking  accounts,  which  traditionally  would 
go  to  thrift  institutions  for  home  money,  aren't  we  putting  them  in 
a  bind  when  we  say  that  the  charges  for  your  money  are  going  to 
lie  higher,  but  we  are  going  to  keep  the  ceiling  on  the  loans  or  on 
the  interest  rates  you  can  charge! 

Isn't  that  comparable  to  saying  that  we  are  going  to  have  wage 
controls  but  no  price  controls  i 

Mr,  ScHECirrER.  I  don't  think  it  is  quite  the  same,  because  the  interest 
rates  that  the  lendercharges,includingonmortgages,  do  change,  prac- 
tically every  day,  I  think  the  analogy  doesn't  quite  follow,  because  in- 
terest rates  that  are  charged  by  lenders  do  change  every  day,  or  they 
can  change  every  day,  including  the  mortgage  lenders,  when  his  costs 
go  up, 

Mr.  Wtlie.  To  the  new  borrower. 

Mr.  SciiEciiTER.  Sure.  Whereas  the  worker  generally  makes  an 
agreement  for  2  or  3  years  and  can't  change. 

Mr.  Wylie,  if  I  might,  though,  even  if  we  try  to  prevent  some  of  these 
new  type  of  accounts  from  operating,  I  think  it  is  like  the  little  boy 
who  is  holding  his  finger  in  the  dike.  And  we  can't  hold  the  dike  verv 


,dhvGooglc 


long,  because  we  do  have  things  like  the  money  market  funds,  where 
probably  the  aver^  saver  can  go  in  with  $1,000  or  $2,500.  They  are 
allowed,  in  many  of  these  funds,  to  just  withdraw  money,  issue  orders 
of  withdrawal.  So  you  have  funds,  and  if  it  weren't  the  money  market 
funds  it  would  be  other  funds. 

I  believe,  sir,  until  we  face  up  to  the  situation  that  the  intermediaries 
are  intermediaries,  the  institutions,  and  it  is  the  competition  betweoi 
different  types  of  borrows  that  really  causes  the  problem — so  if  we 
have  one  patchwork  or  another  one,  it  may  ameliorate  things  for  a  very 
short  period. 

Mr.  WrLiE,  Well,  I  am  not  saying  that  we  shouldnH  face  up  to  the 
situation.  I  think  that  with  the  variable  rate  mortgage — and  1  am  not 
sure  where  I  am  going  to  come  out  on  this.  I  am  ambivalent  on  roll- 
over mortgages  and  graduated  payment  mortgages. 

What  about  providing  the  whole  package  and  let  the  cwisumer  de- 
cide what  is  best  for  him ! 

Mr.  ScHECHTER.  Well,  there  were  times  when  we  did  let  consumers 
decide,  such  as  before  the  1929  period,  and  we  had  unamortized  mort- 
gages which  had  to  be  renewed  in  5  years.  When  we  are  going  to  the 
5-year  rollover  or  the  YRM,  it  is  a  little  bit  of  a  throwback  to  that 
period,  when  the  interest  rate  could  be  changed  every  few  years. 

Of  course,  now  we  have  certain  safeguards.  We  would  require  the 
lender  to  renew  a  rollover,  let  us  say.  But  it  places  the  consumer  at  the 
mercy  of  higher  interest  rates.  It  can  lead  us  into  a  situation  where 
the  shift  to  much  greater  payments  for  mortgages  means  a  curtail- 
ment of  other  consumer  expenditures.  And  when  other  situations  are 
arising  that  make  employments  scarce  and  incomes  are  declining,  it 
increases  the  risk  of  a  total  downturn. 

It  also  will  make  consumers  more  hesitant  toward  getting  into 
VRM's  or  buying  homes,  unless  they  are  forced  to,  under  certain 
situations. 
Mr.  Wtme.  Do  you  &eree  with  that,  Mr,  Gnaizda? 
Mr.  Gnaizda.  Well,  I  had  agreed,  in  coming  here,  t^at  I  would  not 
be  testifying  on  variable  rate  mortgages.  So  I  have  not  done  any 
investigation  of  it. 

Mr.  Wtlie.  ok.  Ijet  us  get  to  your  testimony,  then.  On  page  S,  you 
suggest  that  interest-bearing  demand  deposits  be  available  during  the 
first  2  years  at  a  minimum  only  to  individuals  and  nonprofit  corpora- 
tions. 

Our  concern,  you  say,  is  that  the  corporations  and  the  large  bad- 
hesses  will  be  the  primary  benpficiaries.  Now  is  it  not  likely,  to  the 
contrary,  that  permitting  corporations  to  participate  would  offer 
thrift  institutions  greater  economies  of  scale,  thereby  benefiting  all 
consumers,  including  individuals  and  households,  as  well  as  the  n(ni> 
profit  corporations? 

We  had  testimony  from  one  witness,  I  think  representing  the  TTJS. 
Savings  and  Loan  I>>ague,  that  indicated  that  if  we  were  going  to 
allow  this  for  individual  consumers  and  households,  why  not 
corporations. 

Mr.  Gnaizda.  First,  as  you  note,  I  do  not  restrict  it  to  the  first  2  yean, 
this  reservation.  And  the  reason  for  that  is  I  don't  believe  that,  with 
some  rare  exceptions,  savings  and  loans  will  be  able  to  effectively 
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compete  with  commercial  banks  for  large  business  accounts  in  any 
event.  Now,  it  may  be  that  Home  Savings  and  Great  Western  in 
California,  with  almost  $10  billion  in  assets,  can.  But  a  $300  million 
savings  and  loan  is  not  going  to  be  able  to. 

And  what  I  was  afraid  is  that  the  interest  rates  might  zoom  up  in  a 
relatively  short  time  period,  and  therefore  institutions  would  impose 
excessive  costs  upon  those  who  have,  for  example,  small  checking  ac- 
count balances  and  write  small  amount  checks.  So  I  was  just  sug- 
ffiesting  this  as  a  safeguard  to  examine  what  the  impact  is  over  the 
first  2  years. 
Mr,  Wtlie.  That  is  assuming  there  would  be  no  interest  ceiling! 
Mr,  Gnaizda.  Yes.  Or  if  you  use  regulation  Q  and  limit  it  to  the 
present  passbook,  that  would  be  satisftctory.  And  I  assumed  in  my 
proiection  of  $4  billion  that  amount.  And  I  note  from  Ms.  O'Reilly's 
testimony  that  if  you  project  the  New  England  experience,  using 
November  as  an  example,  over  the  year  1978  you  would  have  roughly 
$175  million  paid  out  in  interest.  And  New  England  representing  less 
than  5  percent  of  the  accounts,  just  multiply  that  by  20  and  you  come 
to  $3.5  billion  in  interest. 

Chairman  St  Germain,  I  would  like  to  make  one  point,  if  the  gentle- 
man would  yield.  Presently  the  S.  &L.'s — federally  chartered  S.  AL.'s 
—do  not  accept,  or  cannot  accept,  corporate  accoimts.  They  are  limited 
to  individual  accounts. 

Mr,  Wtlie.  I  see.  So  we  are  just  being  consistent  with  the  present 
policy. 

Chairman  St  Germain.  Except  in  the  case  of  commercials,  the  bill 
that  I  introduced  would  allow  them  to  pay  interest  on  corporate  ac- 
counts, as  well.  However,  I  am  finding  that  a  great  many  of  the  wit- 
nesses who  are  testifying  in  favor  of  the  legislation  are  doing  so  with 
a  condition,  and  that  condition  being  that  it  be  restricted  to  individual 
and  charitable,  or  nonprofit  corporation  accounts. 

Mr.  Wtlie.  I  understand.  But  we  are  doing  a  lot  of  exploring  of 
new  ground  here,  it  seems  to  me,  and  I  pointed  out  we  are  not  neces- 
sarily bound  by  tradition.  I  don't  think. 

So  I  wanted  to  see  what  your  view  would  be. 

Mr.  Gnaizda.  I  guess  it  really  relates  to  my  view  that  large  corpora- 
tions have  so  many  alternatives  that  in  large  measure  we  don't  have 
to  worry  about  them,  and  to  a  small  degree  they  will  subsidize  the 
rest  of  the  economy  on  a  short-term  basis.  And  that  is  probably  not 
unfair,  since  the  small  saver  is  subsidizing  big  business  in  a  very  sub- 
stantial amount. 

In  fax^.  it  is  our  opinion  that  the  small  saver  now  subsidizes  oom- 
mercial  banks  and  their  clients  to  the  tune  of  $9  billion  a  year.  That 
is  the  difference  between  the  market  rate  and  regulation  Q  rates  as 
they  affect  commercial  banks, 

Mr.  Wtlie.  On  page  6,  further  on,  you  say :  "We  believe  it  essential 
to  have  a  minimum  number  of  alternative  mortgage  instruments  avail- 
able to  the  consumer." 

You  got  into  VRM's  kind  of  ancillarily  here.  That  soun^  like 
another  novel  suggestion  to  me,  that  the  consumer  would  benefit  from 
limiting  the  number  of  alternatives  available  to  him. 
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Mr.  Gkaizda.  I  would  be  glad  to  explain  that. 

Mr.  Wtlie.  Would  you,  please  ? 

Mr.  Gnaizda.  Sure.  I  was  referring  to  the  demand  accounts  as  an 
example,  but  that  would  be  my  opinion  generally.  And  that  is,  that 
whenever  you  have  a  large  number  of  alternatives,  the  institution  has 
the  power  to  promote  those  that  most  beneiit  the  institution  at  a  partic- 
ular time  period,  and  the  consumer  has  the  least  ability  to.  make  an  ac- 
curate determination  of  what  instruments  would  be  most  beneficial  to 
the  consumer  in  the  long  run,  and  probably  in  the  short  run.  That  is 
one  aspect. 

Second,  a  large  number  of  consumers  are  relatively  unsophisticated 
in  the  financial  marketplace,  and  therefore  when  they  have  a  bevy  of 
11  instruments,  for  example,  to  choose  from,  they  have  virtually  no 
chance  of  making  an  intelligent  decision. 

And  third,  I  don't  believe  that  you  can  have  effective  consumer 
scrutiny  of  a  wide  range  of  instruments.  If  you  have  two  or  three 
instruments,  consumers  can  scrutinize  it  and  Congress  can  scrutinize 
it,  and  compel  changes,  and  I  don't  think  you  can  do  that  when  you 
have  11  different  instruments. 

Mr.  Wti.ie.  I  spe.  You  were  referring  to  savings  instruments  there! 

Mr.  Gnaizda.  Yes, 

Mr,  Wtlie.  You  are  not  referring  to  mortgage  instruments,  but  the 
same  analogy  mijrht  apply  ? 

Mr.  Gnaizda,  Oh,  yes.  I  think  it  might. 

Mr.  Wtlie.  Thank  you  very  much,  Mr.  Chairman. 

Chairman  St  Germaix.  Gentlemen,  the  bells  are  ringing  again  and 
it  appears  as  though  it  is  going  to  be  one  of  those  mornings  where  they 
are  going  to  be  ringing  on  a  very  cot^tant  basis. 

Tinder  the  circumstances,  some  of  the  other  members  who  did  want 
to  come  back  felt  that  they  couldn't  l>ecause  of  what  is  going  on  on  tlw 
floor.  We  will  take  the  opportunity  to  submit  some  additional  qnes- 
tions  to  you  in  writing. 

I  want  to  thank  you  kindly  for  your  appearance  here  this  morning, 
and  for  your  assistance,  and  again  I  say  to  you.  Mr.  Schechter,  I  thiiu 
that  we  are  at  a  crossroads  here,  frankly. 

We  are  all  going  to  have  to  think  very  hard  on  what  the  future  holds, 
because  I  thmk  our  interests  are.  similar.  We  want  to  see  a  strong 
thrift  industry  that  will  keep  mortgage  money  available,  but  under 
the  present  climate  one  has  to  sympathize  indeed  with  many  of  the 
managers  and  the  heads  of  these  thrift,  institutions,  because  they  are 
finding  themselves  being  buffeted  all  over  the  place. 

And  under  those  circumstances.  I  think  that  we  have  an  obligation 
to  react  and  to  see  if  indeed  we  can  assist  them  so  they  can  continue  to 
serve  the  public,  and  in  particular  continue  to  provide  home  mortgage 
financing  for  the  people  of  this  Nation. 

Mr.  ScWECHTER.  I  agree. 

ChairmMi  St  Germain.  Thank  you,  Mr.  Schechter,  Mr.  Brown,  Mr. 
Gnaizda. 

The  subcommittee  will  be  in  recess  until  10:00  o'clock  tomorrow 
morning. 

[Whereupon,  at  11:S5  a.m,.  the  subcommittee  was  adjourned,  to 
reconvene  at  10  a.m..  Wednesday,  .Tunc  13, 1979,] 


,dhvG00glc 


THE  CONSUMER  CHECKING  ACCOUNT  EaUITY  ACT 
OF  1979 


wednesday,  jithji  13,  1679 
House  of  Refresentatiyes, 

SnBCOMMITTEE   ON    FINANCIAL    InSTITUTIONB 

ScPEHvisioN',  Regulation  and  Insurance, 

CoMMnTEE  ON  BANKING,  FINANCE  AND  ITrBAN  AfFAIB8 

WashingtOTi,  D.O. 

The  subcommittee  met  at  10 :05  a.m.  in  room  2128  of  the  Raybum 
House  Office  Building;  Hon.  Fernand  J.  St  Germain  (chairman  of 
fhp  snhcommitteel.  prpsidinjr. 

Prpsent :  Representatives  St  Germain,  Wylie,  Leach,  and  Bethune. 

Chairman  St  Germain,  The  subcommittee  will  come  to  order, 

This  morning  we  have  continuation  of  our  hearings  on  transaction 
account  legislation.  Our  witnesses  this  morning  are:  Raymond  D. 
Campbell,  president  of  the  Independent  Bankers  of  America,  accom- 
panied by  Robert  L.  McCormick,  Jr.,  president,  Stillwater  Xational 
Bank  &  Trust  Co.,  Stillwater,  Okla. :  and  Robert  Masterton,  president 
of  Maine  Savines  Rank.  Portland,  Maine,  on  behalf  of  the  National 
Association  of  Mutual  Savings  Bank, 

We  have  a  problem  this  morning,  gentlemen,  but  we  shall  overcome, 
and  that  is,  the  House  goes  into  session  at  10.  The  bells  will  ring  at 
any  moment.  But — as  a  matter  of  fact,  they  are  about  to  ring.  That  is 
a  oiiorum  call,  which  I  shall  ignore,  to  take  the  testimony  here. 

But,  as  I  say,  we  will  ask  you  for  your  indulgence  because  we  will  be 
running  back  and  forth.  I  am  going  to  ignore  this  quorum  call  and  al- 
low Mr.  Campbell  to  present  his  testimony. 

We  will  put  your  entire  statement  in  the  record,  and  you  may  pro- 
ceed, 

STATEBIENT  OF  EATMONB  D.  CAMPBELL,  PRESIDEHT.  nfDEPEIID- 
EHT  SAHKERS  ASSOCIATION  OF  AMERICA;  ACCGMFAIOED  BT 
BOBEBT  L.  McCOBMICK,  JB.,  FBESIDEVT  AHD  CHIEF  EXECUTIVE 
OFFICEE,  STILLWATEE  NATIONAL  BANK  ft  THU8T  CO,,  STILL. 
WATEB,  OELA. 

Mr.  Campbell.  Good  morning,  Mr.  Chairman,  members  of  the  snh- 
commitf  ee.  I  am  Raymond  D.  Campbell,  president  of  the  Independent 
Bankers  Association  of  America  and  president  of  the  Oberlin  Savings 
Bank  of  Oberlin,  Ohio.  I  am  accompanied  by  Robert  L.  McCormick. 
Jr.,  president  and  chief  executive  officer  of  the  Stillwater  National 
Bank  &  Trust  Co.,  Stillwater,  Okla. 

(445) 
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We  are  grateful  for  the  opportunity  to  appear  on  behalf  of  onr 
7,400  national  and  State-chartered  bank  members  to  present  our  views 
on  H.E.  3864,  the  Consumers  Checking  Account  Equity  Act  of  1979. 
Most  of  our  members  are  small  banks  located  in  rural  and  snbarlMUi 
areas;  about  80  percent  have  assets  of  $25  million  or  leas  and  constitute 
two-thirda  of  the  8,700  commercial  banks  in  this  size  category.  In  tJie 
a^regate,  banks  of  this  size  account  for  about  10  percent  of  all  com- 
mercial bank  demand  deposits.  However,  they  supply  proportion- 
ately more  of  the  credit  needs  of  individuals  and  small  ousiness  in 
their  communities  than  larger  banks  do  in  their  bankiiur  markets 
since  47  percent  of  the  loans  these  small  banks  made  in  1977  went  to 
individuals  and  farmers,  compared  with  28  percent  for  all  comniBr- 
cial  banks. 

H.R.  3864  addresses  the  issues  raised  by  the  decision  of  the  TT-S. 
Court  of  Appeals  for  the  District  of  Columbia  in  three  cases  decMed 
April  20,  1979.  In  all  three  cases,  the  fundamental  issue  was  whether 
the  Federal  regulators  of  hancial  institutions  could,  through  novel 
legal  interpretation,  permit  banks  to  pay  interest  on  demand  sccoimts 
and  thrifts  to  offer  interest-bearing  transaction  accounts  payable  to 
third  parties. 

In  all  three  actions,  IBAA  took  the  plaintiff's  position.  The  coait 
was  compelled  to  strike  down  the  action  taken  by  the  regulators  which 
was  clearlv  contrary  to  the  statutory  limits  imposed  by  CtxignsB  on 
the  specialized  roles  each  of  the  financial  institutions  were  designed  to 
play. 

H.K.  3864  attempts  to  meet  the  issues  raised  by  the  court's  opinion 
by  amending  the  Federal  Reserve  Act  to  remove  the  prohibition  on 
the  payment  of  interest  on  demand  deposits;  to  allow  federally  in- 
sured savings  and  loan  associations,  credit  unions,  insured  mntual 
savings  banks  and  insured  savings  banks  to  receive  demand  deposits; 
and  to  require  Federal  savings  and  loan  associations  and  Federal 
credit  unions  to  maintain  reserves  against  demand  deposits. 

IBAA  is  opposed  to  the  removal  of  the  prohibition  of  the  payment 
of  interest  on  demand  deposits  and  to  the  granting  of  third-party 
transactional  accounts  to  thrift  institutions.  There  are  a  number  of 
reason  why  wo  oppose  the  payment  of  interest  on  demand  deposits 
from  the  point  of  view  of  its  effect  on  commercial  banking: 

First,  many  of  the  reasons  which  prompted  the  C<»igreeB  to  adopt 
the  prohibition  in  1933  are  of  concern  to  our  bankers  today. 

Second,  the  New  England  experience  with  NOW  accounte  has  dem- 
onstrated that  the  payment  of  explicit  interest  has  not  eliminated  the 
pavment  of  implicit  interest  through  free  services,  preventing  the 
achievement  of  the  most  efficient  allocation  of  resources  claimed  for  it 
by  econMuists. 

Third,  a  major  factor  in  the  poor  performance  of  commercial  banks 
in  New  England  as  measured  by  the  sharp  decline  in  their  eamiiure  in 
the  period  1970-77  was  the  increase  in  the  interest  expmse  of  NOW 
accounts.  The  decline  in  profit  margins  at  New  England  banks  has 
adversely  affected  bank  capital  ratios  of  small  banks  by  reducing  the 
flow  of  profits  into  bank  capita!  and  by  reducing  the  rite  of  return  on 
stockholders'  capital  which  discourages  further  stockholdn*  etmtribu- 
tion  of  new  equity  capital. 

Fourth,  removal  of  the  prohibition  on  the  pavment  of  interest  on 
demand  deposits  would,  accordingto  the  Federal  Reserve  Board,  caoae 
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about  21^  percent  of  all  banks  in  the  United  States  to  ^perience  severe 
difficulties — meet  of  which  would  be  small  banks  comprising  meet  of 
the  members  of  IBAA.  The  disappearance  of  a  substantial  number  of 
the  Nation's  small  community -owned  banks  would  not  only  ccmetitute 
a  severe  loss  to  their  communities,  but  would  also  accelerate  the  trend 
toward  concentration  of  commercial  banking  since  many  of  these  banks 
would  become  prime  targets  for  takeovers  by  large  banks  and  multi- 
bank  holding  companies. 

The  probable  impact  of  H.R,  3864  on  the  Nation's  small  banks  is  re- 
vealed by  the  New  England  experience  with  NOW  accounts.  The  ex- 
perience clearly  demoMtrates  why  we  must  oppose  the  removal  of  the 
prohibition  on  the  payment  of  interest  on  demand  deposits.  Most 
bankers  are  worried  that  the  prospect  of  paying  interest  where  none 
was  paid  explicitly  before  will  mean  higher  costs  for  them,  IBAA's 
concerns  are  magnified  by  the  fact  that  the  impact  will  fall  most 
heavily  on  banks  with  assets  of  $25  million  or  less,  which  comprise 
over  70  percent  of  its  membership. 

We  feel  strongly  that  the  New  England  experiment  with  NOW  ac- 
counts should  be  viewed  as  a  cauticm  signal,  rather  than  «  green  li^t 
to  go  forward  with  a  nationwide  extension  since  to  do  so  may  well  im- 
pair the  stability  and  future  growth  of  a  substantial  sector  of  com- 
mercial banking. 

With  respect  to  t^e  potential  effect  of  H.R.  3864  on  the  housing  in- 
dustry, the  extension  of  transaction  accounts  to  thrift  institutions  could 
have  the  effect  of  reducing  the  supplv  of  funds  for  housing.  The  vola- 
tility of  funds  held  in  thrift  institutions  is  likely  to  increase  by  mak- 
ing its  attractive  to  move  funds  normally  held  in  inactive  savings  ac- 
counts to  interest- bearing  accounts  which  would  become  leas  suitable 
for  mortgage  lending. 

The  New  England  experience  with  NOW  accounts  suggests  that 
thrifts  tend  to  place  less  of  newly  acquired  transaction  balances  in 
mortgages  than  has  been  the  case  for  time  and  savings  deposits  be- 
cause of  the  short-run  volatility  of  demand  deposits. 

Turning  next  to  the  benefits  of  H.R,  8864  to  the  consumer,  we  find 
that  the  payment  of  interest  on  demand  deposit  accounts  would  not 
be  likely  to  be  of  very  significant,  if  any,  advantage  to  the  majority 
of  consumers  with  low  checking  account  balances  who  write  a  large 
number  of  checks.  It  is  estimate  that  there  were  an  average  of  some 
04  million  consumer  demand  accounts  at  commercial  banks  in  1078. 
Approximately  71  million,  or  76  percent,  of  these  accounts  main- 
tained average  monthly  balances  of  $1,000  or  less,  and  half  of  these  ac- 
counts, some  35  million,  had  average,  monthly  balances  under  ^00, 

Thus,  at  5  percent  interest,  35  million  accounts  would  earn  $10  per 
year  or  less,  and  another  36  million  would  earn  up  to  $50  per  year. 
According  to  the  Federal  Reserve  Bank  of  Boston,  the  average  cost 
of  maintaining  a  personal  checking  account  in  1977  was  $5.44  per 
month,  or  $65.23  per  year.  If,  as  manv  banks  are  doing  in  New  Eng- 
land, these  costs  were  passed  on  to  the  consumer  in  the  form  of  ex- 
plicit charges,  they  would  exceed  by  at  least  $."55.28  the  interest  earned 
by  36  million  consumer  accounts  averaging  under  $200  in  monthly  bal- 
ances and  by  at  least  $16.28  the  interest  earned  by  36  million  consumer 
accounts  with  average  balances  of  $100  or  less. 
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Chaixman  St  Germain.  Excuse  me.  Let  me  interrupt  yon  a  mmoto, 
Mr.  Campbell,  because  I  don't  know  where  tou  are  getting  your  niun- 
bere.  Yesterday  we  had  testimony  quoting  the  Federal  Reserve,  which 
states  that  in  November  of  1978,  the  most  recrait  data  month  avail- 
able  

Mr.  Caupbeli.  Excuse  me,  Congressman.  Which  year  ? 

Chairman  St  Germain,  November  of  1978. 

Mr.  Campbell.  We  did  not  have  that  available.  We  are  using  187T 
figurea 

Chairman  St  Germain.  This  is  a  trend  that  has  persisted.  And  hen 
are  the  numbers  from  the  Federal  Reserve  Board  with  respect  to 
commercial  banks  in  New  England : 

Interest  paid  on  NOW  accounts,  $8,683,000.  Imposed  for  service 
charge,  the  service  charge,  $323,000. 

So,  that  means  that  &e  consumers  in  New  England  who  have  NOW 
accounts  with  commercial  banks  in  interest  earned  after  dednctin^ 
the  imposition  of  the  service  charges,  they  earned  $8,360,000.  That  is 
commercials.  > 

Now,  savings  banks :  Interest  paid  on  NOW  accounts,  $4,056^000. 
Service  chaises  imposed,  $219,000.  For  a  net  of  $8,800,000-some-odd. 

Savings  and  loans:  $1,755,000  in  interest  paid  on  NOW  accounta. 
Service  charges,  $96,000. 

Mr.  Campbell.  Mr.  Congressman,  we  would  concede  that  the  eaa- 
sumers  in  New  England  with  NOW  accounta  are  gaining.  Tee,  indeed. 
But  they  are  in  a  developing  market,  a  market  where  uie  bulks  and 
savings  and  loans  are  nnderpricing  their  services. 

In  a  competitive  environment  whereby  they  are  fighting  to  ^ther 
retain  deposits  or  add  new  deposits,  depending  upon  the  type  of  insti- 
tution, that  can't  go  on  forever. 

Chairman  St  Germaix.  Ha.sn't  it  been  going  on  for  years  and  years, 
and  isn't  there  something  to  be  said  for  competition  ( 

Mr.  Campbell.  Itisthesametrend,  Congressman,  that  has  happened 
in  banking  where  we  went  through  a  period  of  time  where  we  gave 
away  our  services,  and  suddenly  we  realized  we  couldn't  do  it.  And 
banks  across  the  country  are  now  pricing  and  trying  to  develop  addi- 
tional income  to  offset  our  ever-increasing  costs. 

Chairman  St  Germain.  Mr.  Campbell,  when  we  look  at  the  profit 
Bgurcs  for  commercial  banks  in  this  Nation,  as  thev  have  been  an* 
nounced  in  recent  months,  it  is  hard  to  say  to  our  constituents  the  Imnks 
are  in  trouble,  particularly  the  commercials. 

Mr.  Campbell.  Congressman,  the  banks  eet  a  lot  of  publicity  about 
their  profits  because  they  have  increased.  We  admit  that.  But  we  have 
not  made  a  decent  profit  for  years.  We  don't  make  the  same  profit  that 
the  corner  furniture  store,  makes.  They  have  little  investment  in  capi- 
tal ;  they  don't  have  high  capital  n-quirements  as  we  do.  And  our  retuni 
on  our  capital  is  nothing  that  we  are  ashamed  of.  The  only  people  that 
we  might  be  ashamed  of  to  admit  our  profits  on  capital  is  to  our  own 
stockholders,  becaii.se  our  return  is  not  that  high. 

Chairman  St  Germain.  I  don't  say  yon  sliould  be  ashamed  of  it.  I  say 
you  should  want  to  share  it. 

Let's  not  kid  ourselves.  The  money  is  demand-deposit  accounts  is 
free  money  to  the  bankers.  Tliat  is  free  monev. 
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Mr.  Campbell.  Mr.  Congressman,  a  lot  of  it  is  free.  But  in  the  area  of 
the  consumer,  the  consumer  as  I  would  describe  him,  the  small  saver, 
the  small  consumer — and  if  you  would,  sir,  can  you  tell  me  what  the 
small  consumer  is,  the  small  depositor?  Because  without  that  definition 
we  have  great  difficulty  in  describing  our  problem,  in  serving  or  in 
passing  on  our  profit  to  that  particular  segment  of  our  deposit  base. 

Chairman  St  Germain.  I  would  say  that  the  consumer  is  every  cus- 
tomer of  that  financial  institution.  And  they  vary.  You  can't  define 
"small."  You  and  I  both  know  that.  Because  I  think  it  is  a  rather  sub- 
iective,  rather  than  objective,  definition  that  would  have  to  apply. 
Some  people  miglit  have  $2,000  in  a  bank  and  think  that  they  are  Dig 
deals,  and,  in  truth,  they  are.  Whereas  others  have  $50,000  or  $100,000 
and  they  think  that  tliey  are  not  doing  too  well ;  they  think  that  they 
are  just  small  potatoes.  So,  it  is  quite  subjective. 

Tell  me  this :  Do  you  have  with  you  information  for  us  as  to  the 
service  charges  imposed  on  checking  accounts ! 

Mr.  Campbell.  Congressman,  I  don't  have  that  with  me,  but  we 
could  supply  that  for  the  record. 

[No  response  received  from  Mr.  Campbell.] 

Chairman  St  Germain.  How  about  the  institution  that  you  head  up! 

Mr.  Campbell,  Again,  it  would  be  no  problem  for  us  to  supply  that. 

Chairman  St  Germain.  Do  you  require  a  minimum  balance? 

Mr.  Campbell.  Yes,  we  do. 

Chairman  St  Germain.  What  is  it  for  a  checking  account? 

Mr,  Campbell.  There  is  no  minimum  on  a  checking  account.  There 
is  a  graduated  service  charge. 

Chairman  St  Germain.  What  are  the  service  charges  in  your  insti- 
tution for  a  checking  account,  people  who  have  demand  deposit 
accounts  ? 

Mr.  Campbell.  We  have  a  rather  normal  schedule;  that  is,  $8,  $2, 
$1,  and  nothing.  If  you  have  a  balance  of  more  than  $300,  you  have 
no  charge. 

Chairman  St  Germain.  An  unlimited  number  of  checks? 

Mr,  Campbell.  That  is  right. 

Chairman  St  Germain,  But  if  you  go  below  the  $300  balance,  that 
is  $3? 

Mr.  Campbell.  If  you  are  under  $300,  you  have  a  $1  charge.  If  yon 
are  under  $200  yon  have  a  $2  charge.  Under  $100,  a  $3  charge. 

Chairman  St  Germain.  The  $3,  $2,  and  $1  charge,  is  that  annual  ? 

Mr.  Campbell,  That  ia  monthly. 

Chairman  St  Germain.  So,  it  could  be  $36,  $24,  or  $12  per  year  for 
people  with  accounts  whose  balances  are  imder  $300. 

Mr.  Campbell.  That  is  correct. 

Chairman  St  Germain.  And  is  that  competitive  in  the  Oberlin  area  ? 

Mr.  Campbell.  Yes ;  it  is  competitive. 

Chairman  St  Germain,  Have  you  had  the  same  exoerience  as  I  noted 
in  Rhode  Island,  when  a  lead  bank,  the  big  bank  in  Rhode  Island  said, 
"Free  checking  services,  no  more  charges,  no  minimum  balance^"  et 
cetera  ?  This  went  on  for  about  8  months.  They  found  out  the^  didnt 
like  it;  the  stockholders  didn't  like  it.  So,  they  said,  "Well,  minimum 
balance." 
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Now,  once  they  offered  free  checking,  everybody  else  in  Rhode  Is- 
land offered  free  checking.  The  minute  they  said  minimum  balance, 
everybody  else  said  minimum  balance. 

You  know,  it  is  hard  to  differentiate  between  institutions,  the  ad- 
vantages of  going  from  one  institution  to  another  in  a  market  area 
like  lUkode  Islan<^  because  they  all  follow  the  lead  bank  when  it  cornea 
to  things  like  checking  accounts  and  the  charges  for  saving. 

So,  you  wonder  about  this  competition  and  whether  or  not  paying 
interest  on  checking  accounts  would  create  such  competitive  equuity. 

I  don't  ordinarily  like  to  interrupt,  but  I  did  want  to  get  those  Fed 
figures  before  you,  because  they  show  that  the  consumer  in  New 
England — and  this  has  been  going  on  since  1973 ;  we  are  in  our  sixth 
year — have  been  benefiting. 

You  know  what:  The  mortgage  rates,  which  some  people  feared 
would  go  up,  have  not  risen  as  a  result  of  the  XOW  accounts,  because 
you  have  institutions  in  New  England  that  do  not  offer  NOW  accounta 
and  they  are  charging  the  same  for  mortgages  and  for  their  loans  as 
the  institutions  that  do  have  the  NOW  accounts.  Now.  isnt  that  pecu- 
liar. You  would  think  that  the  institutions  that  dont  offer  NOW  ac- 
counts, interest-bearing  demand  deposit  accounts,  would  say,  'TVell, 
now  that  the  consumer  won't  benefit  from  this,  but  we  are  gomjr  to  let 
him  benefit  by  charging  a  lower  rate  on  the  mortgage  or  a  lower  rate 
on  the  automobile  loan  or  the  loan  for  the  refrigerator."  But  that 
hasn't  occurred. 

Do  you  want  to  address  that,  Mr.  McCormick, 

Mr.  McCormick.  I  think  one  of  the  important  principles  that  we 
bring  to  you  today  is  that  the  marketplace  is  dramatically  different  in 
different  States. 

Chairman  St  Germain.  Wait  a  minute.  We  are  talking  now  about 
the  sis  New  England  States,  and  I  will  tell  you  what:  You  go  up  to 
Vermont,  Maine,  and  New  Hampshire — and  I  love  those  States,  out 
they  are  very,  very  rural.  As  a  matter  of  fact,  there  was  a  bank  up  in 
Maine  when  we  hnd  the  FINE  study — that  wa.s  about  4^  years  ago — 
who  was  paying  3  percent  on  savings  accounts  and  doing  very  well. 
So.  I  understand  the  difference. 

Proceed. 

Mr.  McCoRHiCK.  I  think  the  point  we  would  like  to  mate  is  that, 
first  of  all,  we  believe  that  in  New  England  that  the  NOW  account  is 
being  offered  to  the  public  at  a  loss  to  the  institutifHis,  and  that  the 
reason  wliy  this  is  taking  place  is  because  you  have  new  entries  in  the 
market  in  that  in  recent  years  savings  banks  and  savings  and  loans 
and  credit  unions  have  been  allowed  to  offer  those  services.  They  did 
not  have  a  position  in  that  market,  and  so  the  way  that  they  tried  to 
win  a  position  in  that  market  is  by  offering  the  services  at  what  we 
think  are  very  significant  losses. 

Now,  the  commercial  hanking  industry  felt  like  it  was  necessary  to 
meet  that  competition — but  at  a  loss.  Now.  we  don't  know  who  is  pay- 
ing the  tariff,  but  it  is  not  entirely  the  stockholders  of  the  bank.  Some- 
body is  making  up  the  loss  that  these  institutions  are  experiencing  on 
this  particular  category  of  account.  And  we  fee]  like  once  the  market- 
place becomes  establislied,  that  then  there  will  have  to  be  a  repricing 
take  place  and  that,  as  a  result  of  (hat  repricing,  that  the  vast  ma- 
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jority  of  the  consumers  will  end  up  having  to  pay  a  substantially 
higher  price  for  their  banking  services  than  they  do  now. 

The  second  point  that  we  would  like  to  make  that  we  think  is  ex- 
tremely important  is:  We  don't  think  that  the  experience  in  New 
England  is  projectable  to  the  balance  of  the  Nation  because  we  have 
a  very  different  situation.  For  example,  I  think  in  your  State  you 
have  some  15  or  16  banks.  In  Oklahoma  we  have  450  banks,  and  the 
banks  are  basically  the  deliverer  of  services  in  Oklahoma,  and  so  they 
are  the  consumer  institutions  and  would  be  very  adversely  impacted 
by  this  legislation  if  it  went  nationwide. 

Chairman  St  Germain.  First,  I  want  to  make  it  ve^  clear  that  as 
a.  New  Englander,  I  think  we  are  very  normal.  So,  I  think  I  must 
disagree  with  the  statement  that  you  can't  project.  I  feel  you  can 
project,  very  definitely,  when  you  have  such  a  large,  diverse  area. 

And  you  say  your  charter  was  granted  to  you  initially  to  serve  the 
people^not  to  serve  the  stockholdeis,  but  to  serve  the  community. 
The  stockholders  are  entitled  to  a  return  on  their  investment,  because 
if  that  would  not  be  the  case,  people  are  not  going  to  invest.  We  cer- 
tainly appreciate  that  fact.  But  the  primary  purpose  of  the  charter, 
if  you  look  at  your  individual  charters,  you  had  to  prove  that  there 
was  a  need  for  the  services  in  that  area. 

And  the  question,  I  think,  then  boils  down  to  whether  or  not  indeed 
among  the  services  would  be  the  payment  of  interest  on  demand 
deposit  accounts  if  we  find  that  the  action  taken  when  the  prohibition 
was  initiated  no  longer,  or  the  conditions  that  prevailed  at  that  time, 
no  longer  apply. 

Now,  we  have  had  he  6  years  to  determine.  Can  you  cite  me  any 
rash  of  failures  in  New  England  as  a  result  of  the  NOW  accounts! 

Mr.  Campbell.  Congressman,  going  back  to  our  charters  and  the 
fact  that  they  were  given  because  of  public  need,  along  with  that 
charter  and  the  granting  of  the  charter  goes  a  responsibility  to  the 
community.  That  responsibility  extends  to  saying  "No"  when  we  feel  it 
is  necessary,  and  in  this  case  we  don't  think  it  is  in  the  best  interest  of 
the  small  consumer — and  I  wish  we  could  define  that  because  most  of 
my  accounts  are  of  the  small  category,  the  ones  that  will  be  paying  the 
burden  of  interest  if  we  end  up  paying  interest  to  commercial  accounts 
and  to  larger  depositors  who  keep  their  money  in  demand  deposits 
by  choice.  Many  of  them  have  savings  accounts ;  all  they  have  to  do  is 
transfer  the  money.  They  keep  it  in  there  by  choice.  But  the  man  who 
will  suffer  tlie  most  has  less  than  $400  on  deposit.  He  is  the  same  one 
who  borrows  in  our  installment  loan  department;  he  is  the  one  who 
buys  on  time  in  our  department  stores. 

Chairman  St  Germain.  And  he  is  the  one  who  is  now  paying  either 
$36,  $24,  or  $12  a  year. 

Mr.  Campbell.  He  is  paying  it,  but  that  is  not  oflbetting  what  it  is 
costing  us  to  maintain  his  account. 

Chairman  St  Germain,  Maybe  he  could  keep  a  little  more  in  if  he 
were  getting  interest. 

Mr.  Campbell.  Well,  he  is  paying  a  service  charge.  We  are  ^ving 
away  a  lot  of  service.  He  is  the  same  one  who  has  trouble  with  his 
checkbook  every  month  and  comes  in  and  we  spend  anywhere  from  15 
minutes  to  an  hour  helping  him  get  it  straightened  out. 
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If  we  hare  to  start  charging  for  that  kind  of  service,  he  is  the  one 
who  is|;oiTig  to  have  to  pay.  The  larger  depositors 

Chairman  St  Germaix.  Well,  he  is  paying  right  now. 

Mr.  Camfbeli,.  But  not  in  proportion  to  what  he  is  getting  back. 

Chairman  St  Gkrhain.  But  he  is  paying  right  now. 

And  incidentally,  I  am  sure  you  are  aware  of  the  fact  that  as  the 
oifcror  of  this  service,  the  institution  involved  can  indeed  place  any 
service  charge  they  wish  to  place  on  an  interest -bearing  account. 

They  not  pay  5  percent,  or  5V4i  or  5V^  percent.  They  could  pay  4 
percent,  3i/^  percent,  I  mean  there  is  that  entire  range  available,  lliis 
is  how  it  is  operating  in  New  England. 

Mr.  McCoRMicK.  If  I  may  repeat  myself,  our  position  continues  to 
be  that  what  we  would  have  take  place  is  we  would  have  the  thrift  in- 
stitutions, who  previously  could  not  offer  this  ser\-ice  would  be  author- 
ized to  offer  it.  They  have  no  position  in  the  marketplace  in  providing 
transaction  accounts. 

So  we  feel  like  we  are  faced  with  a  predatory  pricing  situation, 
where  they  are  going  to  come  in,  price  their  product  at  leas  than  cost 
in  an  attempt  to  obtain  market  share — and  where  we  have  operated  our 
communities  for  many  years  and  have  tried  to  do  a  good  job,  and  hare 
tried  to  serve  our  communities  and  our  depositors  and  our  stockhold- 
ers, and  now  we  are  faced  with  this  situation  where  we  are  going  to 
have  new  entries  in  the  market. 

The  experience  in  New  England  suggests  that  they  are  going  to  price 
their  product  on  a  predatory  basis,  and  they  are  going  to  price  their 
product  at  a  loss.  And  that  in  order  to  meet  that  competition,  we  are 
going  to  have  to  sustain  the  same  losses  in  order  to  maintain  our  mar- 
ket snare  until  we  develop  some  sort  of  equilibrium  or  stability  in  the 
market. 

I  don't  know  when  that  takes  place.  I  don't  know  whether  that  is 
n  2-year  process  or  a  6-year  process.  Maybe  vou  have  some  information 
in  New  England  that  would  indicate — is  there  some  unfolding  there, 
where  they  are  beginning  to  reprice  the  NOW  accounts ! 

Chairman  St  Germain.  That  happened  within  the  first  year  or  year 
and  a  half,  and  I  will  provide  you — I  don't  know  if  we  have  it  hajidy 
right  now — but  I  will  provide  you  with  the  number  of  institutions  and 
what  they  charge,  where  there  are  charges  or  requirements  of  mini- 
mum balance,  et  cetera.  It  is  a  rather  delightful  picture.  It  is  almost 
as  lovely  as  the  picture  of  New  England. 

Mr.  Campbell,  why  don't  you  proceed  with  your  testimony. 

Mr.  Campbell.  Thank  you,  sir. 

Furthermore,  many  depositors  prefer  to  receive  at  least  a  porticn 
of  their  yield  on  checking  account  Balances  as  implicit  interest,  rather 
than  in  the  form  of  money  income.  This  preference  steins  from  the 
incentive  to  reduce  one's  tax  liability  bv  receiving  payments  in  non- 
monetary form  whenever  convenient  to  do  so. 

Of  course,  a  depositors  preference  between  implicit  and  explicit 
interest  would  depend,  in  part,  on  his  marginal  tax  rate  and  the  need 
for  banking  services.  The  higher  the  rate  at  which  monetary  income 
is  taxed,  the  greater  is  the  incentive  to  receive  implicit  interest. 

Obviously.  H.R.  3864.  as  presently  drafted,  will  benefit  smne  con- 
sumers. Business  depositors,  whose  demand  deposits  account  for  ap- 
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proximately  60  percent  of  all  demand  deposits  and  whose  average 
monthly  balance  of  approximately  $10,000  would  earn  $500  per  year 
at  5-percent  interest. 

Another  category  of  consumers  likely  to  gain  the  most  frcnn  H.R. 
8864  would  be  some  23  million  holders  of  checking  accounts  with 
average  monthly  balances  in  excess  of  $1,000  who  account  for  92  per- 
cent of  all  consumer  demand  deposits. 

These  accounts  had  average  balances  of  $3,300  and  would  earn  $165 
per  year  at  5-percent  interest  and  net  $109,72  after  service  charges 
of  $55.23. 

Businesses  now  receive  a  highly  competitive  return  on  demand  de- 
posits after  taking  account  of  the  value  of  other  services  offered  by 
banks. 

Furthermore,  it  is  reasonable  to  assume  that  corporate  treasurers 
are  capable  of  minimizing  the  costs  of  banking  services  without  the 
benefit  of  interest  on  their  demand  deposits. 

We  see  no  overwhelming  groundswell  of  consumer  pressure  for  the 
payment  of  interest  on  demand  deposits.  The  regulator's  abuse  of  their 
powers,  which  the  court  has  now  brought  before  the  Congress,  was 
motivated  by  the  self-interest  of  the  regulated  institutions  to  obtain 
additional  powers  to  expand  their  markets. 

We  view  the  court  decisions  as  an  opportunity  for  Congress  to  bring 
the  regulators  to  book  and  in  its  own  good  time  to  determine,  after 
thorough  investigation,  whether  it  is  in  the  public  interest  to  make 
drastic  changes  which  will  have  the  ultimate  effect  of  restructuring 
the  Nation's  financial  institutions. 

Mr.  Chainnan,  thank  you  for  allowing  us  to  testify,  and  we  will 
continue  to  answer  questions. 

Chairman  St  Germain.  Thank  you,  Mr,  Campbell. 

[Mr.  Campbell's  prepared  statement,  on  behalf  of  the  Independent 
Baiikcrs  Association  of  America,  follows :] 
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PREmRED   5TATOBNI    CP 

THE    INDEPENDENT  BANKERS  ASSOCIATION 

OF  AMERICA 


H.R.    3864 

THE  CONSDMER  CHECKING  ACCOONT 

EQUITY  ACT   OF   1979 


BEFORE  THE 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 

SUPERVISION,  REGULATION  AND  INSURANCE 

OF  THE 

HOUSE  COMMITTEE  ON  BANKING,  FINANCE 

AND  URBAN  AFFAIRS 
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I  aM  RayMond  D.  C«Bpb«Il,  pcaaidaiit  of 
the  Indflpandane  Bankaca  Maociatlon  oC  luarioa  and  praaldant 
of  tha  Oberlln  Savlnga  Bank  Coo^any  oC  Obcrlln,  Otiie.  I  aa 
aecoapaniM  by  Sobart  L.  MoCoiadck,  Jr.,  praaidanc  and  ohlaf 
axecuciva  otflcar  of  tha  Stlllwatar  Mational  Bank  and  Truat 
Company  of  Stii: 

:aful  for  tha  opportunity  to  appaar  on  bahalt 
lal  and  atata  ohortarad  bank  aaabara  to 
on  H.R.  3864,  tha  Conanaar  ClMcking  Xocount 

I.  Moat  of  our  -r**- ara  aaall  banka  looatad 

In  rural  and  auburban  araasi  about  80  pacoant  tiava  asaata  of 
$35  million  or  laaa  and  cooatltuta  tm-thicda  of  tha  8700 
In  this  alia  catagory.   In  tha  oggraoata, 
la  aecoont  for  about  10  parcant  of  all  coNMr- 
dapoaita.  Howavar,  thay  aupply  pxoportionataly 
Ida  of  Indlvlduala  and  aaall  buatnaa*  In  thair  <x 
irgar  banka  do  in  thair  banking  >arkat*  alnca  <T 
of  tha  loana  thasa  anall  banka  mad*  In  1977  iiant  to  individual* 
and  famars  conpared  with  28  parcant  for  all  ooawarclal  banka. 


Equity  Act  of  1! 


L  banki 
banka  of  this  »i 
cial  bank 
Of  ths  crsdlt  ni 
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1  as  the  stimulus  tor   Congressional  action  on 
the  issues  addressed  by  H.R.  3864  is  the  decision  of  the 
U.S.  Court  of  Appeals  for  the  District  of  Columbia  in  three 
cases  decided  April  20,  1979,  a  brief  review  oC  these  caees 
is  appropriate.   In  all  three  actions  against  the  regulators, 
IBAA  consistently  took  the  plaintiff's  position.   The  Court 
of  Appeals,  in  reversing  three  lower  courts,  ruled  against 
the  Federal  Rome  Loan  Bank  Board,  the  National  Credit  Union 
Administration,  and  the  Federal  Reserve  Board  as  to  the 
legality  of  regulations  promulgated  by  these  agencies  which 
would  permit:   a)  federal  savings  and  loan  associations  to 
deploy  Remote  Service  Units  (RSUs) ;  b)  federal  credit  unions 
to  issue  share  drafts:  and  c)  commercial  banks  to  engage  In 
automatic  fund  transfers.   IBAA  was  the  plaintiff  in  the 
R5U  suit  against  the  Federal  Borne  Loan  Bank  Board:  is  pursuing 
a  similar  suit  against  NCUA  in  Texas;  and  had  filed  an  amicus 
curiae  brief  in  support  of  the  position  taken  by  the  U.S. 
League  of  Savings  Aasociations  challenging  the  Federal 
Eteserve  Board's  regulations  governing  automatic  fund  transfers. 
In  all  three  decisions,  the  Court  upheld  the  positions  taken 
by  IBAA.   More  specifically,  the  Court  held: 
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financial  inatitution  involvad  h«r«iii,  co^nsrclal 
banks  with  'Automatic  Fund  Iransfara,'  Bavinga  and 
loan  associations  with  'Remota  Sarvlca  Dnlta,'  «nd 
federal  credit  unions  vith  'Share  Dcafta,'  in  each 
instance  repreaenta  the  UB«  of  •  devic*  or  technlqu* 
which  was  not  and  la  not  authorized  by  the  relevant 
statutes,  although  p«rmltted  by  cegulationa  of  tha 
respective  institution' a  regulatory  agenciea. 
Specifically,  the  tranafer  frcei  an  in  tares  t-bsaring 
time  deposit  (savings)  account  to  a  noninterest- 
bearing  demand  (chacking)  account  by  the  Autonatic 
Fund  Transfer  system,  authorized  by  the  Board  of 
Governors  of  the  Federal  Reserve  System  in  43  Pad. 
Reg.  20,001  (197B}  (to  be  codified  in  12  C.F.R. 
9217. S(c) (2]  and  (31],  lath*  'indirect  (  )  ... 
device'  prohibited  by  12  U.5.C.  I37ia  (1976) t  th« 
Reniote  Service  Units  utilized  by  many  savings  and 
loan  asBociations,  pursuant  to  Federal  Home  Loan 
Bank  Board  regulations  (12  C.F.R.  8S45.4-2  (1978) 
which  permit  the  withdrawal  of  funds  from  an 
interest -bearing  time  deposit  account  by  a  device 
functionally  equivalent  to  a  check,  are  in  violation 
of  the  prohibition  against  checking  accounts  contained 
in  Section  5(b) (1]  of  the  Hone  Owners'  Loan  Act  of 
1933  (12  U.S.C.  Il4e4(b)(l)  (1976)|t  and  the  Share 
Drafts  utilized  by  some  federal  credit  unions,  pur- 
suant to  National  Credit  Union  Administration  regula- 
tion (12  C.F.R.  1701.34  (1978)),  are  the  practical 
equivalent  of  checks  drawn  on  these  interest-bearing 
time  deposits  in  violation  of  the  provisions  of  the 
Federal  Credit  Union  Act',  12  D.8.C.  181751-90  (19761." 
(Footnotes  omitted.) 

In  all  three  cases,  the  fundanental  issue  was  whether  the 
federal  regulators  of  financial  institutions  could,  through 
novel  legal  interpretation,  permit  banks  to  pay  Interest  on 
demand  accounts  and  thrifts  to  offer  interest-bearing  transaction 
accounts  payable  to  third  parties.   The  Court  was  coB4>elled  to 
strike  down  the  action  taken  by  the  regulators  clearly  obviating 
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the  statutory  limitB  Imposed  by  Conqcess  on  the  speclallied 
coles  each  of  the  financial  institutions  w«re  designed  to 
play.   The  Court  expressed  concern  that  the  h<Hnogeniiatian 
of  specialized  depository  institutions  was  being  accomplished 
without  the  'benefit  of  Congressional  consideration  and 
statutory  enactment."  Attached  hereto,  for  the  record,  are 
copies  of  the  pertinent  briefs  filed  in  regard  to  the  cases 
and  the  lawsuit  of  the  Independent  Bankers  Association  of 
Texas  challenging  the  legality  of  share  drafts. 

Congress  is  now  faced  with  a  January  I,  19S0,  deadline 
for  decision  as  to  the  need  for  legislation  concerning  the 
issues  raised  by  the  Court  of  Appeals.  H.R.  3S64  attempts 
to  meet  these  issues, and  we  direct  our  testimony  to  that  bill. 

The  Substance  of  H.R.  3B64 

H.R.  3864  would  amend  the  Federal  Reserve  Act  to  remove 
the  prohibition  on  the  payment  of  interest  on  demand  deposits 
and  allow  federally  insured  savings  and  loan  associations, 
credit  unions,  insured  mutual  savings  banks  and  insured  savings 
banks  to  receive  demand  deposits.   Reserves  against  demand 
deposits  would  be  required  for  federal  savings  and  loan  associa- 
tions and  federal  credit  unions.   SsL  reserves  would  be  held  in 


jbyGoogle 


the  focm  of  balances  at  Faderal  Some  Loan  Bantcs  and  each 
federal  credit  union  would  hold  reserves  against  d«mand 
deposits  as  prescribed  by  the  Federal  HsserVB  Board. 

For  reasons  we  will  make  explicit  in  the  text  of  our 
statement,  IBAA  is  opposed  to  the  removal  of  the  prohibition 
on  the  payment  of  interest  on  demand  deposits  and  to  the 
granting  of  third-party  transactional  accounts  to  thrift 
institutions.  The  position  of  IHAA  on  these  issues  was  set 
forth  in  the  following  positions  adopted  at  its  49th  Annual 
Convention  last  March: 

"The  country's  experience  with  Interest-bearing 
accounts  prior  to  their  prohibition  more  than  40 
years  ago  was  disastrous  and  a  major  contributing 
factor  in  bank  failures.  Also  unsatisfactory  has 
been  the  current  experience  with  NOW  accounts  in 
New  England,   Suggestions  by  faderal  agencies  to 
make  interest-bearing  demand  accounts  workable  have 
proved  unfeasible.   Such  accounts  mean  only  one 
thing — increased  costs  to  consumers.   Because  of 
the  above  factors,  IBAA  opposes  the  spread  of  such 
accounts  among  commercial  banks,  savings  and  loan 
associations,  mutual  savings  banks,  and  credit  unions.' 
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With  respect  to  thrift  demand  accounts,  it  was 

"To  continue  by  all  feasible  means  our  opposition 
to  thrift  organizations  using  third-party  transac- 
tional accounts,   IBAA  views  Buoh  accounts  as 
contrary  to  their  charter  powers  and  an  unlawful 
invasion  of  commercial  banking  and  check  clearance 
systems. * 


By  way  of  background,  it  should  be  recognized  that 
there  were  a  number  of  reasons  which  prompted  the  Congress 
to  adopt  the  prohibition  on  the  payment  of  interest  on 
demand  deposits  in  1933.   The  following  are  sone  of  thes* 
reasons,  and  many  ace  matters  of  concern  to  bankers  today: 
1)  apprehension  concerning  the  effects  of  paying  intersst 
on  interbank  balances  which  drained  funds  £rom  rural  areas 
to  the  detriment  of  agriculture;  2)  the  belief  that  the 
payment  of  interest  on  interbank  deposits  contributed  to 
the  recurrent  financial  crises  that  had  plagued  the  banking 
system  for  nearly  a  century  due  to  the  vagaries  of  the  stock 
market;  3)  excessive  interest  rate  competition  among  banks 


jbyGoogle 


for  deposits  In  th«  1920 's  which  encouxagad  banks  Co  acguli:* 
risky,  higher  yielding  assets,  making  them  more  vulnerable  to 
adverse  econ^nic  developments;  and  4}  the  depressing  effects 
of  the  payment  of  interest  on  bank  earnlnga.  — ' 

Apprehension  concerning  interest  payments  om  deaand 
deposits  which  influenced  the  enactment  of  tbb   prohibition 
in  1933  focused  on  the  practice  of  country  Baanka  holding 
inte  re  streaming  balances  at  New  Vork  City  banks,  nieae  bonks 
used  these  funds  to  make  call  loans  to  stock  market  Investors 
and  drained  funds  frMD  rural  areas  to  the  detriment  of  agri- 
culture.  A  strong  parallel  today  to  the  1920's  excessive 
speculation  in  the  stock  market  is  the  apeculation  in  urban 
real  estate  which  could  repeat  the  experience  of  the  1920's 
in  draining  funds  fron  rural  banks  through  unbridled  Interest 
rate  competition.   According  to  Business  Week  (June  11,  1979i 
p.  20) ,  the  dominant  role  of  the  stock  market  in  1929  is 
probably  being  played  by  real  estate  in  1979.  The  spread  of 
speculative  fever  into  social  groups  that  ordinarily  do  not 
concern  themselves  with  financial  natters  can  only  be  taken 
as  sinister.   In  some  respects,  there  are  startling  sluilarities 
between  the  piling  up  of  debt  in  the  late  1920'b  and  the  late  197D'i 

The  proponents  of  the  payment  of  explicit  interest  on 
demand  deposits,  mainly  econoniats,  contend  that  removal  of 
the  prohibition  on  the  payment  of  interest  on  demand  deposits 
would  make  for  a  more  efficient  allocation  of  resources. 
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Their  contention  is  that  the  prohibition  remits  In  I)  « 
waste  of  reBOurces  resulting  froDi  provision  of  banking  asrvicca 
which  are  of  little  value  to  de^ioaitara;  and  2}  the  waste  of 
^suiting  from  socially  unproductive  efforts  to 
1  demand  deposit  balances.   This  inefficiency,  it 
is  argued,  stems  from  the  fact  that  banks  have  responded  to 
the  prohibition  by  offering  services  to  depositors  below  cost 
trtiich  has  encouraged  depositors  to  waste  resources  on  socially 
unproductive  efforts  to  economize  on  their  demand  deposit 
balances.  — ' 


It  is  reasonable  to  anticipate  that  even  if  all  legal 
constraints  on  interest  payments  on  demand  deposits  were  re- 
moved, implicit  interest  would  remain  part  of  the  banking 
environment  and  some  of  the  inefficiency  associated  with 
it  would  remain.  -^  Furthermore,  if  thrifts  are  granted 
third  party  payment  powers  and  if  they  couple  the  payment 
of  explicit  interest  with  free  checking,  a  course  some 
have  persistently  pursued  in  New  England,  implicit  interest 
would  continue  to  be  a  factor  inhibiting  the  achievement  of 
n  efficiency. 
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Although  thar«  haa  b«*n  a  BignlCicant  »ovwMnt  tOMord 
mor*  con8«rv«tlv*  pricing  of  ROM  aceounta  by  both  ocHMarclal 
banks  and  thrift  inatltutlona  In  Haw  England,  a  dual  ayaton 
of  explicit  and  iMplicit  intareat  paynants  peralats.   Illicit 
interest  In  the  form  of  free  HOM  aceotmta  continuaa  to  ba 
paid  by  half  tha  instltutlona  offering  NOM  accounta  In 
Nassachuaetts;  one-third  of  thoaa  in  Maw  Hampshlrei  25  percent 
of  those  in  Connecticut)  and  10  percent  of  tho*o  in  Maine. 
Host  of  the  institutions  which  continue  to  offer  NOW  accounts 
on  a  so-called  'free'  basis  inpoae  a  niniwnn  balance  require- 
nant  for  rmission  of  aervice  chargaa  or  a  charge  par  draft 
but  no  minimum  balance.  Yet  at  the  end  of  1977,  54  percent 
of  the  NOW  accounta  In  Hew  England  were  not  subject  to 
mlnlnuin  balance  requirements.  A  much  higher  percentage 
(70  percent)  of  (tON  accounts  ware  not  subject  to  minimum 
balance  requlremanta  at  savings  banks  and  sbls  than  the 
percentage  of  HOHs  at  coBnarcial  banks  (26  paroant)  not 
subject  to  such  requir amenta. 


u 


In  a   banking  environment  characteriiad  by  a  nix  of 

explicit  and   implicit  interest,   it   is   inevitable   that  bank 

costs  will  escalate  to  the  datrinant  of  earnings.     The  HOH 
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account  experience  o£  New  England  banks  demonstrates  the 
earnings  Impact  of  the  payment  of  explicit  interest  in  an 
environment  o£  free  checking.   Commercial  banks  and  thrift 
institutions  have  had  the  authority  to  offer  MOW  accounts  in 
Hassachvisetts  and  Hew  Hampshire  since  1974  and  in  the  rest 
of  New  England  since  1976.   Several  studies  of  the  impact 
of  NOW  accounts  on  coimnercial  banks  in  Massachusetts  and 
New  Hampshire  have  found  that  NOW  accounts  reduced  after-tax 
earnings  significantly.  —   The  most  recent  study  covering 
the  period  1970-77  reveals  that  net  income  before  taxes  and 
securities  transactions  at  New  England  commercial  banks 
declined  sharply  from  l.OS  percent  of  assets  in  1973  to 
0.79  percent  of  assets  in  1977  while  banks  in  the  rest  of 
the  United  States  showed  a  decline  from  I.IZ  percent  in 
1973  to  1.09  percent  in  1977.   The  poor  performance  of 
commercial  banks  in  Hew  England  was  attributed  mainly  to 
the  cost  of  operations  and  acquiring  funds  rather  than  the 
slow  growth  of  the  Mew  England  economy.   A  major  factor  in 
the  decline  in  profit  margins  was  the  increase  in  interest 
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expense  of  NOW  occountB.   By  1977,  ROW  lnt«reat  axpena* 
had  risen  to  about  18  basis  points  per  dollar  of  aaseta 
and  repreaentttd  about  9  percent  of  the  total  increase  in 
interest  expense  and  11  percent  .of  the  increase  in  interest 
expense  resulting  from  changes  in  the  conpoaitlon  of 
deposits.   On  the  whole,  it  Is  estlnuited  that  the  introduc- 
tion of  NOW  accounts  explains  roughly  one-third  of  the 
poorer  performance  of  New  England  BmuiIm. — ' 

Although  New  England  banka  that  offered  HOW  accounts 
paying  S  percent  interest  had  large  balances  averaging  $2500, 
the  balances  vere  not  large  enough  to  offset  the  interest 
expense  and  resulted  in  an  average  loss  of  five  cents  per 
account  per  month.   Host  of  these  NOW  accounts  had 
formerly  been  profitable  regular  checking  accounts  which 
earned  the  bank  about  SIO  a  month.   Their  conversion  to 
WOW  accounts  results  in  a  loss  of  five  cants  a  month  per  account. 
With  current  levels  of  costs  and  earnings  on  loans  and 
investments,  a  bank  cannot  both  pay  5  percent  interest  and  offer 
free  checking  on  NOW  accounts  with  average  balances  of  lees 
than  about  S3. 000  and  still  make  a  profit.  — ' 
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Purthennora ,  within  ttia  deoiani]  dspotit  category,  larg* 
coannerclal  accounts  ace  pcofitable  but  individual  account* 
are  barely  above  the  break-even  point.  HON  accounts  paying 
5  percent  interest  are  actually  slightly  unprofitable  at 
most  banks  even  though  their  average  size  is  three  tiniaB 
that  of  regular  individual  checking  accounts.  ■=-' 

The  relatively  greater  decline  in  profit  Bacglns  at 
Hew  England  banks  has  adversely  affected  bank  capital  ratio*. 
The  decline  In  bank  earnings  affects  bank  capital  ratio*  In 
two  ways.   First,  since  retained  earnings  are  the  principal 
source  of  additional  bank  capital,  a  decline  in  profit 
nargins  is  translated  into  a  reduction  in  bonk  capital, 
Thia  Is  especially  true  for  small  banks  which  do  not  hava 
accesB  to  the  capital  market*  a*  do  the  large  regional  and 
money  market  bank*.   Secondly,  a  decline  in  commercial  bank 
profit  margin*  adversely  affect*  the  rate  Of  return  on  *toCk- 
holders'  capital  and  mokes  stockholder*  reluctant  to  add  new  equity.  — ' 

According  to  a  197G  Federal  Reserve  study,  it  was  eetimated 
that  In  the  worst  year  of  the  adjuatment  period  to  nationwide 
tlOWs,  bank  earnings  would  decline  by  about  one-half  billion 
dollars.   This  reprssente  a  reduction  of  about  €  percent  of 
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banks'  before  tax  earnings  in  1975.   Should  interest  payments 
be  authorized  on  all  demand  deposits,  as  is  proposed  in 
K.R.  3864,  and  authority  granted  to  both  banks  and  thrifts 
to  offer  such  deposits,  a  more  substantial  reduction  in  bank 
earnings  would  likely  result  during  the  transition  period 
than  was  estimated  for  NOHs.   The  competitive  effect  of 
permitting  thrift  institutions  to  offer  interest -bearing 
HOW  accounts  would  fall  mainly  on  consumer-type  demand 
de  OS  its  —^ 

The  Fed  study  estimated  that  a  total  of  371  banks,  or 
about  2-1/2  percent  of  all  banks  in  the  U.S.  would  experience 
severe  difficulties  in  adjusting  to  the  removal  of  the  prohibi- 
tion on  the  payment  of  interest  on  demand  deposits.   Very  small 
banks  would  face  the  most  difficult  adjustment  problems,  but  a 
few  large  banks,  particularly  those  with  extensive  branch 
systems,  could  also  experience  transitional  diEficulttes, 
More  than  6  percent  of  the  2300  banks  with  deposits  less  than 
$5  million  had  both  low  earnings  in  1975  and  a  high  ratio  of 
demand  to  total  deposits.   And  80  percent  of  all  vulnerable 
banks  had  deposits  of  less  than  $25  million.   Further  evidence 
suggesting  that  smaller  banks  might  suffer  the  largest  relative 
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earnings  reductions  concerns  their  commitment  to  the  marlcet 
for  consumer,  or  household,  demand  deposits.   Although  a 
little  over  10  percent  of  bank  deposits  are  held  by  consumers 
in  checking  accounts, a  larger  proportion  of  the  deposits  of 
small  banks  are  held  by  households  in  demand  accounts.   Coat 
increases  will  probably  be  greatest  for  household  accounts; 
therefore,  the  smaller  banks,  on  average,  can  be  expected  to 
experience  relatively  larger  earnings  reductions  than  very 
large  banks.  — 

Enactment  of  H.R.  38E4  would  have  the  effect  of  jeopardizing 
the  survival  of  a  substantial  number  of  the  nation's  small  com- 
munity-owned banks.   Their  disappearance  as  viable  communitv- 
owned  institutions  would  not  onlv  constitute  a  severe  loss  to  their 
communities  but  would  also  accelerate  the  trend  toward  concentra- 
tion of  commercial  banking  since  many  of  these  banks  would  become 
candidates  for  takeovers  by  large  banks  and  multibank  holding 
companies. 

The  New  England  experience  with  NOW  accounts  clearly 
demonstrates  why  bankers  have  solid  reasons  for  concern  over 
the  proposal  to  remove  the  prohibition  on  the  payment  of 
interest  on  demand  deposits.   They  are  faced  with  the  prospect 
of  paying  interest  where  they  paid  none  explicitly  before  as 
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well  as  the  added  competition  £or  funds.   OnderstandablY , 
bankers  are  worried  that  all  of  this  will  mean  higher  coats 
for  them.  ^^      IBAA's  concerns  are  magnified  by  the  fact  that 
the  impact  will  tall  moat  heavily  on  banks  with  assets  of 
;25  million  or  less  which,  of  couraa,  coiqirisa  the  bulk  of 
iB&A'a  membership. 

Inasmuch  as  the  payment  of  interest  on  demand  deposits 
will  inevitably  exert  upward  pressure  on  the  cost  of  funds 
and  banks  will  be  forced  to  look  tor  ways  to  ii^rove  earningSf 
this  is  a  matter  of  concern  to  the  Federal  Reserve  Board  which 
attributes  the  efforts  of  banks  to  improve  earnings  as  a  major 
factor  in  the  acceleration  of  withdrawals  fron  the  Federal 
Reserve  System.   The  decline  in  membership  and  deposits  held 
by  member  banks  has  been  especially  marked  in  Hew  Bngland, 
where  the  expense  associated  with  HOH  accounts  has  been  a 
special  factor.   The  share  of  conmerclal  banks  deposits  in 
New  England  held  by  member  banks  fall  by  11  percentage  points 
In  the  past  three  years  alone — from  73  percent  at  the  end  of 
1974  to  Less  than  62  percent  at  the  end  ot  1977.  — ' 
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In  closing  this  piurt  of  our  discuBBion  of  tha  impact 
of  the  payment  of  Interest  on  demand  deposits,  vra  should 
emphasize  that  the  New  England  experiment  with  HOH  accounts 
has  not  provided  the  Congress  with  a  clear  signal  to  go 
forward  with  either  an  extension  of  NOW  accounts  nationwide 
or  the  removal  of  the  prohibition  on  the  payment  of  interest 
on  demand  deposits.   From  IBAA's  perspective,  the  experiment 
should  be  viewed  as  a  caution  signal  since  the  financial 
stability  and  future  growth  of  a  substantial  number  of  small 
community  banks  comprising  an  important  segment  of  the  nation's 
commercial  banking  industry  may  be  seriously  lii^alred  If 
H.R.  3864  should  be  enacted. 

The  Potential  Effect  of  H.R.  3B64  on  Housing 

The  payment  of  interest  on  demand  deposits  and  the 
extension  of  transaction  accounts  to  thrift  institutions 
could  substantially  reduce  the  supply  of  funds  for  housing. 
By  making  it  attractive  to  move  funds  normally  held  in  inactive 
savings  accounts  to  interest-bearing  transaction  accounts,  the 
volatility  of  these  funds  will  be  Increased  and  be  made  less 
suitable  for  mortgage  lending.   The  Hew  England  experience 
with  NOW  accounts  reveals  that  these  accounts  did  not  attract 
new  money  but  resulted  in  the  conversion  of  funds  within  the 
same  or  competing  financial  institutions.   It  is  estimated 
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that  about  80  pttro«nt  of  th«  funds  In  actlv*  HON  ttccounta 

in  Hew  England  wu;*  acqulrvd  tram   danond  d«po*it  balano«s.  =^ 

It  s«MM  lik«ly  that  thrifts  will  plac*  less  of  n«ifly 
acquired  transaction  balanca*  in  raortgagas  than  has  b*an 
th«  case  for  tisw  and  savings  dsposltSi  bocau*«  of  the 
short-run  volatility  of  dsmand  deposits.   Instead,  a  aubatsn- 
tial  portion  of  thsss  funds  would  probably  b«  invsstsd  in 
more  liquid  Traasury  and  agsncy  secucltlest  which  ganarally 
yield  less  than  Bortgagaa.  -^ 

TOa  ConauMer  Aapacta  of  H.R.  3864 

A  racant  Padaral  Kasarva  Board  study  concluded  that 
dapositors  with  sisall  balances  irtto  writ*  a  large  ntsdMT  of 
checks  could  be  worse  off  than  they  are  now  if  the  prohibi- 
tion on  tha  ipaynant  of  interest  on  deaand  deposits  ware  lifted. 
The  clearest  gains  would  ba  dapositors  with  large  and  relatively 
inactive  accounts.  In  addition,  tax  considerations  could  erode 
consumer  gains  generally  since  explicit  interest  would  be  tax- 
able whereas  service  charges  are  not  tax  deductible  which  would 
tend  to  increaee  potential  out-of-pocket  oosts.  — ^ 
-  17  - 
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The  great  majority  of  demand  deposit  accounts  naintain 
relatively  small  average  balances.   In  1975,  the  average  donand 
balance  at  banks  was  about  $2,500  for  all  customers,  p«rson«l 
and  business-   Two-thirds  of  all  accounts  had  balanc«a  of  l«ss 
than  $500  and,  on  the  average,  these  accounts  had  balances  of 
only  $166.   The  average  balance  in  personal  demand  accounts 
was  $990,  but  it  seems  reasonable  to  assume  that  most  personal 
accounts  are  substantially  smaller.  — ' 

In  1978  consumers  held  an  average  of  $94.3  billion  in 
demand  deposits  at  commercial  banks.   Since  the  average  monthly 
balance  of  these  personal  checking  accounts  has  averaged  about 
$1,000.  it  is  estimated  that  there  were  approximately  94.3 
million  consumer  demand  accounts  at  oonmercial  banks  in  1978. 
Approximately  75  percent  of  these  accounts,  or  71  nlllion, 
maintain  average  monthly  balances  under  $1,000;  andabout  half 
of  these  accounts,  or  35  million,  have  average  monthly  balances 
below  $200.    Assuming  these  accounts  would  earn  interest  at 
five  percent,  the  maximum  annual  interest  each  of  these  35  nlllion 
low  balance  accounts  could  earn  would  be  $10  per  year.  ^ 

The  principal  consumer  beneficiaries  of  the  payment  of 
interest  on  demand  deposits  would  be  some  23  million  holders  of 
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consumar  accounts  with  kvarag*  balances  in  axcvas  of  SlrOOO. 
Approximately  93  percent  of  all  conaumer  dwund  deposits  are 
held  in  these  accounts.  The  average  balance  in  these  accounts 
approximates  $3,300  and  at  S  percsnt,  sach  of  these  accounts 
would  earn  $16S  per  year.  ^ 

As  presently  drafted,  H.s.  3S64  would  permit  the  payment 
of  interest  on  all  demand  deposits  which  would  make  all  chscking 
accounts  held  by  individuals,  partnerships  and  corporations 
eligible  to  earn  Interest  on  their  demand  deposits.   Since  busi- 
ness demand  deposits  account  tor  approxlmatsly  60  percent  of 
all  demand  deposits,  the  major  shsre  of  interest  payments  would 
go  to  this  category  of  depositors.   In  1978  demand  deposits  held 
at  commercial  banka  by  financial  and  nonflnancial  business  firss 
averaged  $169  billion,  and  these  deposits  would  earn  almost 
SQ.S  billion  in  interest  at  5  percent  per  year,  con^>ared  to  the 
$4.7  billion  which  would  l>e  earned  by  consumers. 

Businesses  now  receive  a  highly  competitive  return  on 
demand  deposits,  after  talcing  account  of  the  value  of  other 
services  offered  by  banks.   The  demand  deposit  account  is  only 
one  element  in  a  complex  variety  of  services  offered  to  businesses 
by  banks.   Furthermore,  it  Is  reasonable  to  assume  that  corporate 
treasurers  make  every  effort  to  minimise  the  costs  of  banking 
services,  including  deposit,  loan,  and  other  related  services.  ^ 
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I  buslneases  are  now  receiving  close  to  an 
optimuin  c«turn  on  their  deiuind  deposits,  banks  would  be 
likely  to  adjust  charges  on  checking  account  and  other 
services  to  adjust  for  the  cost  of  interest  paymenta.   It 
is  likely  that  loan  rates  to  business  customers  would  rise 
to  offset  the  payment  of  interest  on  what  formerly  were 
interest-free  compensating  balances.  — ' 

How  well  the  najority  of  consumers  will  fare  under 
H.R.  3864  will  depend  In  large  measure  on  how  much  of  the 
cost  of  interest-earning  checking  accounts  connierclal  banks 
can  absorb.  As  we  have  ^Inted  out  earlier  in  our  testimony, 
the  experience  of  Hew  England  banks  with  NOW  accounts  demon- 
strates that  banks  cannot  both  pay  5  percent  interest  and  offer 
free  checking  on  NOW  accounts  with  average  balances  under  $3,000 
and  still  make  a  profit.-^   It  seems  obvious  that  banks  would 
ultimately  be  forced  to  make  explicit  charges  for  checking 
account  services  against  accounts  with  average  balances  under 
$3,000  If  B.R.  3864  became  law  and  competition  forced  banks  to 
pay  interest  on  demand  deposits.  In  this  event,  the  impact  of 
explicit  service  charges  would  fall  most  heavily  on  those  71  million 
consumer  depositors  with  average  balances  of  $1,000  or  less  since 
1   charges  that  would  be  levied  against  these  accounts 
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would  exceed  the  Interest  they  would  •acn.   According  to  th« 
Federal  Reserve  Bank  of  Boston,  the  cost  of  maintaining  personal 
checking  accounts  In  1977  averaged  about  SS.44  per  nonth  or  $65.28 
per  year.  — '     If  banks  passed  these  costs  on  to  the  consumer, 
the  would  exceed  by  $15  the  interest  earned  per  year  at  5  percent 
on  a  checking  account  with  an  average  balance  of  $1,000. 

The  trend  toward  more  conservative  pricing  of  NOW  accounts 
at  both  commercial  banks  and  thrift  institutions  in  New  England 
demonstrates  that  the  costs  of  these  accounts  will  be  passed  on 
to  the  consumer.   In  Massachusetts  and  New  Hampshire/  there 
has  been  a  significant  reduction  in  the  number  of  institutions 
offering  no  service  charge,  no  minimum  balance  HOW  accounts, 
while  in  the  other  four  states,  the  proportion  of  institutions 
offering  free  t(OHs  has  fallen  as  new  entrants  imposed  service 
charges  or  required  minimum  balances.   During  1977,  the  number 
of  institutions  offering  free  HOWs  in  Massachusetts  and  Hew 
Hampshire  fell  by  11  percent,  and  the  proportion  of  institu- 
tions offering  free  HOHs  has  fallen  below  one-half  in 
Massachusetts  and  one-third  in  Kew  Hampshire.   Most  of  those 
dropping  free  NOHs  in  both  states  were  thrift  institutions. 
At  the  end  of  1977,  only  about  25  percent  of  the  Institutions 
offering  HOWs  in  Connecticut  and  10  percent  of  those  in  Maine 
offered  free  NOWs.   Almost  84  percent  of  the  institutions  not 
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offering  fees  HOWa  require  a  minimum  balance  for  remission  of 
service  charges;  13  percent  impose  a  charge  per  draft  but  no 
minimum  balance;  and  the  remainder  use  various  schemes  such 
as  a  flat  charge  per  month.  For  New  England  as  a  whole,  the 
proportion  of  accounts  subject  to  minimum  balance  requirements 
increased  from  35  percent  at  the  end  of  1976  to  46  percent  at 
the  end  of  1977.  ^ 

There  is  a  reasonable  probability  that  the  payment  of 
explicit  interest,  if  permitted  by  H.R.  3864,  would  not  com- 
pletely supplant  implicit  interest.   Many  depositors  may 
prefer  to  receive  some  portion  of  the  yield  on  their  checking 
account  balances  as  implicit  interest  than  in  the  form  of 
money  income.   The  desire  by  some  depositors  to  receive 
implicit  interest  stems,  in  part,  from  the  incentive  to 
reduce  one's  tax  liability  by  receiving  payment  in  non- 
monetary form  whenever  convenient  to  do  so.   Implicit 
interest  on  checking  accounts  is  one  case  in  which  the 
potential  gains  from  avoiding  taxable  income  may  outweigh 
the  inconvenience  of  receiving  nonmonetary  payments.   Thus, 
it  is  not  always  true  that  the  payment  of  interest  in  cash 
would  be  more  valuable  than  payment  in  kind.   In  general, 
a  depositor's  preferences  between  implicit  and  explicit 
interest  would  depend,  in  part,  on  his  marginal  tax  rat* 
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and  need  for  banking  services.   The  higher  the  rate  at  which 
monetary  income  is  taxed,  the  greater  is  the  incentive  to 
receive  implicit  interest. 


25/ 


Although  the  Courts  have  placed  the  issue  of  the  payment 
of  interest  on  demand  deposits  squarely  before  the  Congress, 
the  issue  arises  out  of  the  cegulatora"  abuse  of  the  powers 
delegated  to  them  by  the  Congress,   There  has  been  no  over- 
whelming groundswell  of  consuiner  pressure  for  the  payment  of 
interest  on  demand  deposits  but  rather  a  concerted  effort  on 
the  part  of  the  regulators  to  restructure  the  nation's  finan- 
cial institutions  through  regulations  which  exceed  their  dele- 
gated authority.   We  view  the  Court  decisions  as  an  opportunity 
for  Congress  to  determine  whether  it  is  in  the  public  interest 
to  put  its  stamp  of  approval  on  what  the  regulators  have  done. 
In  our  view,  this  requires  a  thorough  examination  of  their 
actions  and  their  effect  on  the  nation's  banking  system. 
Within  that  frame  of  reference.  Congress  should  determine  not 
only  whether  the  payment  of  interest  on  demand  deposits  would 
bring  benefits  to  the  largest  number  of  consumers  but  also 
whether  it  will  enhance  the  soundness  of  our  financial  institutions. 
-  23  - 
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Our  analysis  suggests  that  H.R.  3864  would  create  seclous 
problems  for  many  of  the  nation's  small  banks  which  serve 
the  banking  needs  of  thousands  of  our  small  and  medium 
sized  communities  across  the  nation  and  would  not  benefit 
the  vast  majority  of  consumers  who  hold  the  largest  number 
of  checking  accounts  at  commercial  banks. 
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481 

Chairman  St  Germain.  Now  we  will  hear  from  Mr,  Kobert  R. 
Masterton,  from  the  great  State  of  Maine. 

We  will  put  your  entire  statement  in  the  record,  and  you  may 
proceed, 

STATEMEKT  OF  KOBERT  B.  HASTEKTON,  CHAISHAH,  COHHTTTEE 
ON  FEDERAL  LEGISLATION,  NATIONAL  ASSOCIATION  OF  HTTTUAL 
SAVINGS  BANZS,  ACCOHFANIEO  BY  GEORGE  HANC,  SENIOR  VICE 
FBESIBENT  AND  CHIEF  ECONOMIST;  ANT  LOUIS  H.  NEVINS,  VICE 
FBESIBENT  AND  DIRECTOR,  WASHDrGTON  OFFICE 

Mr,  Masterton,  Thank  you,  Mr.  Chairman.  We  have  an  abbrevi- 
ated statement. 

Mr.  Chairman  and  members  of  the  subcommittee,  my  name  is  Robert 
R.  Masterton.  I  am  president  of  the  Maine  Savings  Bank,  Portland, 
Maine,  and  chairman  of  the  Committee  on  Federal  Legislation  of  the 
National  Association  of  Mutual  Savings  Banks. 

I  am  accompanied  today  by  George  Hanc,  senior  vice  president 
and  chief  economist  of  NAMSB ;  and Xouis  H.  Nevins,  vice  president 
and  director  of  NAMSB's  Washington  office. 

The  savings  bank  industry  strongly  supports  H.R.  3864.  We  believe 
that  consumers  throughout  the  Nation  should  have  the  same  oppor- 
tunity to  earn  interest  on  transactions  accounts  that  is  currently  avail- 
able in  New  England  and  New  York, 

This  objective  can  be  accomplished  by  authorizing  NOW  ac- 
counts and/or  interest  payments  on  demand  deposits.  Both  alterna- 
tives should  be  permitted,  in  our  iudgment,  in  order  to  maximize  the 
choices  available  to  consumers  and  to  financial  institutions  in  market- 
ing transactions  account  services. 

We  further  believe  that  this  legislation  should  be  adopted  on  its 
own  merits,  without  being  encumbered  by  other  financial  measures. 
This  approach,  we  believe,  is  the  most  appropriate  response  to  the 
situation  resulting  from  the  April  20  U.S.  Court  of  Appeals  decision 
which  held  that  various  types  of  transactions  accounts  authorized  by 
the  regulatory  agencies  are  illegal. 

Savings  bank  industry  support  for  H.R.  3864  is  consistent,  fur- 
thermore, with  our  longstanding  support  of  the  concept  of  nationwide 
NOW  accounts. 

It  was  a  savings  bank  which  first  introduced  NOW  accounts  in 
Massachusetts  in  June  1972.  and  it  was  a  savings  bank  which  first 
offered  this  service  in  New  Hampshire  shortly  thereafter. 

It  was  the  savings  bank  industry  which  defended  NOW  accounts 
before  this  subcommittee  in  1973  and  on  numerous  subsequent  occa- 
sions before  this  and  other  congressional  bodies 

We  are  proud  of  our  industry's  role  in  developing  NOW  accounts 
and  continue  to  support  the  extension  of  interest-bearing  transactions 
accounts  throughout  the  Nation. 

At  this  stage,  it  is  hardly  necessary  to  review  in  detail  the  merits 
of  authorizing  NOW  accounts  or  granting  transactions  account  powers 
to  thrift  institutions.  Such  action  would  enable  consumers  to  earn 
interest  on  their  transactions  accoimt  balances,  increase  consumer 
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choice,  and  promote  competition  among  financial  institutions  to  the 
advantage  of  consumers. 

Nor  should  it  be  necessary  to  defend  NOW  accounts  against  the 
objections  that  were  raised  when  they  were  first  introduced.  It  was 
variously  claimed  by  some  observers  that  NOW  accounts  would  be 
too  expensive,  too  volatile,  and  too  disruptive  of  existing  competitive 
relationships  amon^  financial  institutionsi. 

The  experience  m  New  England  and  New  York  provides  a  test- 
tube  case  for  addressing  these  objections.  They  have  not  been  borne 
out,  in  our  judgment,  by  actual  experience. 

NOW  accounts  continue  to  represent  a  relatively  small  proportion 
of  the  deposit  structure  of  financial  institutions  in  the  States  where 
such  accounts  are  authorized. 

With  respect  to  volatility,  the  striking  fact  is  that  NOW  accounts 
have  been  one  of  the  more  stable  components  of  the  deposit  strnctme 
during  the  recent  period  of  high  interest  rates  and  overall 
disintermediation. 

As  for  competitive  relationships  among  financial  institutions,  we 
see  no  evidence  of  a  drastic  change  resulting  from  the  development 
of  NOW  accounts. 

NOW  accounts  paying  5  percent  are,  of  course,  more  expensive  than 
regular  savings  accounts  at  5%  percent  because  of  administrative 
costs. 

Realistic  pricing,  however,  can  provide  a  partial  offset  throng 
transaction  fees.  In  any  event,  the  cost  of  NOW  accounts  pales  in 
significance  compared  with  that  of  6-month  money  market  certificates. 

In  this  regard.  NOW  accounts  were  originally  offered  "free"  by 
many  institutions,  but  more  reently  the  practice  of  charging  fees  has 
become  more  widesnread.  This  has  led  to  still  another  objection — that 
exnlicit  pricing  is  disadvantaireous  to  consumers. 

There  is.  in  fact,  nothing  disadvantageous  to  consumers  in  a  system 
that  pays  depositors  for  the  use  of  their  funds  and  charges  fees  for  the 
use  of  bank  services.  It  should  be  obvious  that  financial  institutions 
cannot  offer  interest-bearing  NOW  accounts  on  precisely  the  sune 
terms  as  non-interest -hearing  checking  accounts,  and  that  low-balance, 
high -transactions  accounts  are  more  expensive  than  relatively  lar^ge, 
inactive  accounts. 

This  argue,s  for  an  approach  which  maximizes  the  options  available 
to  consumers  and  insure  healtliy  competition  among  financial  institu- 
tions in  offering  transactions  account  services. 

This  is  the  approacli  of  H.E.  3864,  which  would  authorize  nation- 
wide NOW  accounts  and.  at  the  same  time,  permit  payment  of  intei^ 
est  on  checking  accounts. 

The  real  ol»tacle  to  nati<Hiwide  NOW  accounts,  however,  is  qoite 
different.  It  is  fundamentally  of  a  political  nature.  Commercial  bank 
interests,  for  example,  assert  that  the  deposit  interest  rate  diffenotiaJ 
on  regular  savings  and  time  accounts  is  no  longer  Justified  if  thrift 
institutions  can  offer  transactions  account  services. 

This  position  has  resulted  in  an  impasse  which  has  not  only  stymiiad 
nationwide  NOW  accounts,  but  other  important  le^alatiMi  as  welL 

There  is  no  objective  basis  for  the  commercial  bank  argument.  Evai 
if  thrift  institutions  gain  transactions  account  authority,  commercial 
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banks  will  still  have  major  competitive  advantages.  And  the  diflfer- 
ential  is  still  needed  to  offset  these  competitive  advantages  and  to  pro- 
mote an  adequate  supply  of  funds  for  housing. 

The  main  question,  therefore,  is  whether  the  Congress  is  willing  to 
extend  NOW  accounts  nationwide  under  the  same  competitive  ground 
iTjles  it  has  already  established  in  the  seven  States  where  NOW  ac- 
counts are  currently  authorized. 

Under  these  ground  rules,  the  congressional  decision  has  been  to 
remove  the  deposit  interest  rate  differential  on  that  category  of  sav- 
ings accounts  from  which  third-party  transfers  can  be  made,  but  to 
maintain  the  interest  rate  differential  on  all  other  types  of  savings  Mid 
time  deposits. 

We  hope  that  this  subcommittee  and  the  Congress  as  a  whole  will 
approve  H.R.  3864  unencumbered  by  any  other  provisions. 

Before  concluding,  we  would  like  to  make  a  few  technical  observa- 
tions. Section  5  of  H.R,  3864  would  require  members  of  the  Federal 
Home  Loan  Bank  System  to  hold  reserves  against  demand  or  NOW- 
type  accounts,  as  defined  by  the  Board. 

There  are  85  State-chartered  savings  banks  which  are  members  of 
the  FHLB  System  and  technically  would  be  subject  to  this  provision. 
We  doubt  that  this  was  the  intention  of  those  who  drafted  this 
legislation. 

We  do  not  believe  that  the  question  of  whether  State  or  Federal 
agencies  set  reserves  should  depend  on  the  question  of  membership  in 
the  FHLB  System,  which  is,  after  all,  optional  for  State-chartered 
savings  banks. 

We  would  urge  an  amendment  to  section  5  (b)  of  the  bill,  specifically 
to  the  new  subsection  (g)  which  it  would  add  to  section  5A  of  the 
Federal  Home  Loan  Bank  Act,  to  exclude  State-chartered  mutual 
savings  from  the  definition  of  "member"  in  that  subsection. 

More  fundamentally,  the  issue  of  reserves  against  transactions  ac- 
counts is  a  subject  which  the  Congress  is  addressing  in  other  legislaticm 
relating  to  the  Federal  Reserve  "membership  problem." 

This  is  yet  another  instance  of  unnecessarily  complicating  nation- 
wide interest-bearing  transacticois  account  legislation  with  oUier 
measures. 

In  conclusion,  as  the  chairman  indicated  in  introducing  H.B.  8864, 
the  April  court  of  appeals  decision  "requires  Congress  to  face  up  to 
the  issue  of  authorizing  payment  of  interest  on  checking  accounts  and 
giving  all  depository  institutions  authority  to  offer  checfing  accounts." 

The  savings  hank  industry  strongly  agreea  Accordingly,  we  urge 
adoption  of  H.R.  3864. 

CMr.  Masterton's  prepared  statement,  on  behalf  of  the  Naticsial 
Association  of  Mutual  Savings  Banks,  follows:] 
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Piepaied  stateaent 

of   the 

Hnclonal  Aisnclitlon  of  HuCual   Savings  boka 

H.R.    386*,    the  Consuwr  CKccklng  Account  Equity  Act  of  1979 
before   the 

Financial   InBtiCutton*  Supervision,   Regulation  and   Inaucaace 

of    the 

CoiHlttcc  on  Banking,   Finance  and  Urban  Affairs 

U.   S.   Efciuae  of   Sepreaentatlves 


Hr.    Chalraan  and   Heabers  of   the  Subcooalttee ,  wy  naae  Is  Robert  1. 
Hascertoa.      I  aa  President   of  the   Maine  Savings  Bank,   Portland,  Ktlns  and 
Chnlnan  of    the  Comittee  on  Federal   Legislation  of   the  Hatlooal  Associ- 
ation of  Hutual    Savings   Banks.      1  aa  accoapanled   today  by  Georgs  Hioc, 
Senior  Vice  PtLBldent   and  Chief  Econoaist  of  NAMSB,   and  Louis  H.   Kavtns, 
Vice   Prealdeat   and  Dlrectoc-df  HAHSB's  Mashlngton  office.      I  aa  pleased   to 
present   the  views  oftlie  savings  bank   induatty  on  H.R.   3864. 

This   legislation  would;   (1)   repeal   the   federal   prohibition  agalnsE 
the   paysent   of    interest   on  deosnd   deposits;    {2>   repeal    the   federal 
prohibition  against    NOW  accounts  currently  appllrable   In  all  states  eicapt 
New  York  and   the   six  Neu  England  atates;   and   (3)  authorise  deaand  deposits 
for   federally  chartered   or    federally  Insured   savings  banks,   savtnts  and 
loan  associstions  and   credit   unions.      The  net   result  w>uld  be  to  psralt 

besring   transactions  jgcounls. 

Suaaary  of  S.i vlngs  Bank  Industry  Position 

Thi>  savings  b.i.m   Industry  strongly  supports   H.R.    3864.      Hs   belleva 

England  and   Now  York.      This  objecilve   can  be  accoapllshed  by  authorising 
NUU  .icrounCE  and/at    intt>resi    psyaents  on  deaand  deposits.      Both 
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altaruclvaa  ihaul 
tbc  cholCH  avBili 
■■rkcclnt  tra 

OKI  mertCB,  wltlni 


bt  paralttad.   In  our  Jul^aat,   In  ordac  to  saxlatM 
«  to  eonaiaars  and  Co  tloaoclal  InaCitntlou  In 

beltavc  that  this  lastaUtlon  ahauld  ba  adoptad  an  t» 
bali«  aKiBkacad  bj  othar  fioaoelal  aaaauiea.  Varloui 
:helr  auppoiE  conditional  on  tba  ndoptloo  of  othar 
lis  irtilch  tha  Congcua  haa  cooaldatad  at  a>r  conaldet  in 
idiutty  favoca  aapatata  aod  atraiabttntn>rd  lattalatlon 
baarli^  tranaactlana  accoonta  tbroufhovt  tha  nation,  aa 


to  peralt  Intacaai 
provldwl   b7  B.R. 

This  approach,  aa  ballava,  li  tha 
altuatlon  raaulttng  froa  tba  April  20  U.S. 
held  that  varlnua  t^paa  of  tcanaactli 


approprlata  laaponaa  to  cha 
:  of  Appaala  daelalon  lAlch 
autbirtiad  by  tha  tatu- 
latory  agencies  ara  Illegal.     UnUaa  tha  Coograaa  acta  hafata  the  daadllna 
of  January  1.    IWO  aatsblllhod  by  tba  Court,   financial   tnatitutKiai  face 
the  ptoapect  of  being  forced  to  abaodoo  aerrlces  ohleh  al*  eloarly 
advantageous   to  consiiaers. 

Savings  bank  Industcr  support   for  H.l.   3S6*  Is  consistent, 
furthansre.  vlth  our  lon«-atandl^  sapport  of   Che  concnpC  of  nattOBifida 
HOW  accounls.      It  voa  a  aavinga  buk  nbicb  tiiat   Intmducad  MM  accounts  In 
Hasaachusetts   In  Juna  1972,   and  It  Haa  a  aavloga  book  iihtch  flrat  offarad 
this  service  la  Rew  Ihsipahlra  shortlr  charoatceT.     It  tsM  tha  aavlaga  bank 
Industry  iihlch  defended  HOH  accounta  before  this  SubcoMlttee  In  1973  and 
on  nunerous   subsequent  oeeaalons  before   this  and  other  Ooagraaalonal 


bodle 


suit  of  Osacraaslonal  action  peraltttng  the  •xcoasioa  ot 
the  rase  ot  Hev  bigUitf  lo  1976  and  to  Ihw  (ork  In  1978, 
t  of  tha  latlon's  aavlnss  hanka 
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coud  of  our  Indnitrr's  ral*  la  dnalsploc  ■M  ■ccoiat 
App«rt   ChB  witanaloB  of  latatait-baailnt  traniaetlani 


A<  thl*  Kaga,  It  U  hardly  nacai 
ertt*  of  authoititng  HOH  accouDti  ot  grai 
1  thrift  InitltuttODa.  Such  action  wouli 
nteraat  on  thalr  traDSicttoni  account  bal 
and  promote  coapetltlon  aaong  flaaoclal  i 
conaiBora.  The  cconoalca  of  the  tlcuaclc 
I  and  It  la  uollkelr 
can  pcraananclT  preyeot  thla  rcault.  H.K. 
:e  the  proapcct  that  li 
la  accounta  by  Indlraci 
I  It  b*  Bcceaaary  to  d< 
objaetlooa  chat  ware  ralaad  iihan  they  hi 
alaed  by  aoa*  obaervcra  that 
DO  TolatlU  and  coo  dlaruptlvt 
■  aBons  financial 
In  provide*  a    teal-i 


iiary  to  ravleN  in  datall   the 
Lttn)  tranaacttooa  accouM  pomra 


itltntlOD*  to  the  adTantaga  of 
favor  p«y>ant  of  IntaraiC  on 
lat  cba  Congreaa  or  tha  courta 
3S6t  wuld  addtaaa  tha  tMua 
iraat  or  Ita  equivalent  tdll  b* 
iDd  Inefficient  meaaa. 
•Dd  NOW  accounta  agalnit   tha 


telatlonahii 

]   Iku  Yoc) 

They  have  not    been  borne  out ,    la 

thla   regard,    the   following  brief 


ja  accounta  muld  ba  too 
of  exlatlng  cospotitiv* 

Tta  «xparl*DC*  In  law  bgland 
addreaalBg  thaaa  objsctloaa. 
Judgment,  by  actual  mparleBce.     !■ 
lenta  may  ba  helpful  In  eoaatdartiig 


CO  overall  volwe,   NW  accouDta  cantln< 
11   proportion  of   the  i 

>tal  approKlaataly  $5.5  billion,  or  laaa 
,  at  all  depoaltory 
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N«w  England   and  Hch  York.     At   uvlii(i  bmfc*,   nich  balaocai   total  only  SI 
billion  and   leaa  than  ooa   per  cent  of   total  dapoalta.      B»«n  In 
Maaiachuiitta  and  Baw  Haapahlte,  whara  HOU  accounta  have  bean  In  aitataoc* 


.ncc  1972, 
ital    aavlng*  baDk  depoal 
Z.     Uttb  cespaci 
:counta  have  beea  on 
:ructuia  during  the 
Lsloteraedlalloa.     I 


i*ae  account  a  rapcaaenc  cral;r  about  *  par  cant  of 

to  volatility,    tha  atrlklog  fact   la  that  HOU 

cha  aora  atabla  coaponanta  of  the  dapoalt 

It   period  of  high  Interaat  rata*  and  ovarall 

ild-1978  to  tha  end  of  April  of   thla  yaar. 

It   aavlnga  banka  Inccaaaad   allthtly,   by  aoae  SZOO 


in.      Thli  gain  ua*   aaall  coapared  with  t 
:h  Booey  narket   CDi  during   tha   aaae  perl 
honaveT,   vlth  dtaatlc   reduction! 
:ount9  --   $10.7  billion  In  aavl 
.e    [tae  depoalta.      Raflactlog  tha  atablll 
ika  do   not    segcegata  auch  accounta   for 
'.ecc,   channel    the   fuDda   largely   Into  bo 
3.      With   reapect   to  coapetltlvc 


!  $23  billion  grovth  In 
I.      It   coaparcd   favorably, 
I  awjunta   In  othar  typea  of 
lad  $S.l  billion  In  flxed- 
>(  H<M  accounta.  Boat  aavlnga 
:Bant   purpoaea  and,    In 

'alatlonahlpa  aaong  financial 
inge   taaulttng   froa  the 
!lo(Bant   nf  HOU  accounta.      For  eiaapla,   tha  lataat  available  data 
Icate   that   Haaiachuaetta  co^erclal  banka  accounted   for  ZZ  per  cant  of 
linad    aavlnga  and   ttae  dapoalt*  held   In  tha   three  naln  deposlt-typa 
:ltuilona  at   the  end  of   1977.      Thla  waa  actually  gteacar   than  the  IS  per 

coaaerctal   bank  ahace  at   the   end  of  1971,   Just  prior   to   the 
oductlon  of   NOW  accounta.      Slallarly,    In  New  Haapahlra   tha  co^Tclal 
lank  ahace  of   total   aavlnga  and   tlaa  dapoatta  roaa  froa  29  par  cant  at  tha 
nd  of    L971  to  34   per  cent  at   the  end  of  1977. 
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4.      With   rcipert    to  rosts,   NOW  (ccouBt*  paying  5  pti  cent   «-■,  of 
t'oursii.  aorc  mpcnslve   than  rc|ular  ■avlnga  accounc*  at  S-l/I  per  cant, 
because  of  higher   odalnlatratlve  coata.     Baallatlc  prlelnc,   hovever,  can 
provide  a   partial  offaet   through  tranaactlona   fcaa>      In  any  avant,    Iha  coat 
of  HOU  accounts  palaa   In  significance  coapared  vlch   that  of  6-«aath  aoney 
■arket   certlflcateg.      In  vl«u  of   thla,   we  believe   that  Heabera  of  tha 
Congreas  will  be  unlapreaacd   by  argiaenta  that  KOW  accounta  arc   'too 
coatly." 

In   this   regard,   NOU  accounta  were  originally  oHared   '{Tea'   by 
■any   InatltucloiiB,  but  aore   recently  the  practice  of  charting   faaa  haa 
becoae  nore  uldeaprcnd.     Thla   haa    led    Co  aclll   another  objection  —  thac 
eipllcll   pricing   la  dliadvantagaoui   to  conaiBera. 

There    la,    in  face,   nothing  dUadvantageoua  to  consiHar*  In  a 
aystea  that    psya  depositors   for   the  uaa  of   thrlr   funda  and  chargca   feaa   for 
the  uae  of  bank  aervlcea.      It    should  be  obvloua   that   financial   Inatltutlona 

nonlntereat- bearing  checking  accounta,   and   that   lov-balance,  high- 
accounts.     This   argues    for   an  approach  uhlch  aaxtaliea   the  options 

inscltutfons    In  offering   transactions  account   aervlcea.     Thla  la  tba 
.tpproarh  of   H.R.    3B6«,   which  vould  authorise  naclonolde  HW  accounta  and. 
.It    the   aaae   cine,   peralc   payaeni   of  Interest   on  checking  accounta. 

The   real   obstacle   to  nationwide  HOU  accounts,   hoHavar,    la  quit* 
different.      It    Is    fundaaentally  pollclcsl   In  nature.      CoMcIclal  bank 
Intereiia,    for   eiaaple,   asaerc    that   the  depoalt    Interaat   rata  dlffercatUI 
-    5    - 
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on   regular  savings  and   time  accounts   la  no  IsngaT  Juitlflcd  If   chclft 
Insnicucions  can  offer   tcanaacCtons  iccouac   *«Tvlcea>     Ihli  poattlon  has 
resulied    In  an   lapaaae  iihleh  has  not  only  acjFBlcd  nactonwldc  KOU  accounts, 
but   other    lapoTtant   leglslatton  aa  veil. 

There    Is   no  objective  basis    for   the  coanerelal  bank  srguaent.     The 
differential    Is   the  Boat   laportant   coapetitlve   cool  avallabl*  to  aortgage- 
OTlented    thrift    Institutions  and  we  resaln  strongly  oppoaad   Co  Its 
ellnlnatlon  or  eroalon.     Even  If  thrift   Inatttutlona  gain  transactions 

advantages  —   Including  their  greacar  Invcataant  and  earnings   flexibility 
as  well   as    their  auch  broader  branching  powers  fn  aajor  savings  bank 
ataCEs.      And    the  differential    is   still  needed   to  offset    these  coapetltlva 

certificate   flows,    folloHlng   the  March   regulatory  action  ellalnatlng  the 
differential  on   these   accounts.     Honey  aarket   CDs  grovth  actually  Increased 
at   cooaerclBl    banks    (roa  $S.2   billion  In  March  to  £7-3  blllloo  In  April, 
This  contrasted  with   the   reduction    In  net  growth  of  tItCs  at   savings  banks, 

monthly  WC  growth  also  slackened   Bubatantlally,    froa  {8.4  billion  In  March 
to  S6.4  billion   In  April. 

The  nain  question,    therefore,    U  whether   the  Congress   Is  willing 

It    has   already  establlBhed   In   the  seven  ststes  where  HOU  accounts  are 
currently  authoriied.      Under  these  ground  rulea,    the  Congressional  decision 
h.is   been   to   remove   the  deposit    Interest   rate  differential  on  that  category 
of   Bdvings   Amounts    Froa  which  third   partT  ttsnafera   can  be  Bade,  but   to 
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■alncnln   Ehr   laEFrrtc   rate  dlfferanttal  on  all  olher  typai  of  ■•«tn|i  and 
tlHu  depOBli:!.     On   cm  occamlona.   Regulation  q  has  b**n  aitaiHlcd,   ulth  Cb* 
statutorr  differential   Intact,    la  the  amt  leglalatlon  that  hai  atended 
HOM  accounts.     Just   laat  October,    cha  Caiwraaa  authorlaad  HOU  aceouoti  la 
Nbh  York  and   alao  extended  KegulatioD  Q  authority.    Including  tha  differ- 
ential,   for   tm  yaars.     Thua ,    it  ccaea  down  to  iitaathar   tha  Congreaa  will 
penlt  ■llllons  of  dapoiltora   to  cam  Interest  on  their  trauactlo&i 
accounta,  or  whether   it  Hill  continue   to  deny  then  this  opportunity  bacauaa 
of   falaclou*  coHarclal   bank  argmenta  In  favor  of   ao-callad  "coapacltiv* 
aquality.'     Ue  hope  that  thla  Subcoaaltlae  and  the  Coocrcaa  aa  ■  wliola  will 
approve  H.R.  SMi  uoenciaibered  by  any  other  provlaloni. 
Technical  A»end»nE 

Before  concluding,  we  would   like   to  sake  a  feu  lactnlcal 
obaervatlooa .      Section  S  of  U.K.   3S64  would   require  Besbera  of  tbe  Faderal 
Hose  Loan  Bank  Syacea  to  hold  reaervaa  agaloat  deaand  or  HOtt-typa  accovoCB, 
•a  dotloed  by  the  Board.      There  are  8S  acate-chartercd  lavliva  bank*  Hhlch 
are  Baabeca  of   the  FULB  Syatea  and    technically  would  be  aubjsci   Co  thla 
PTOVlalon.     We  doubt   that    thla  was   the   Intention  of   thoia  idm  drafcod  tbla 
laglalaclon.     Ue  believe  that   federal   aavlnga  banka  ahould,  of  coura«,  b* 
aubject  to  federal  caqulreneata .     State-chartered  savings  banka,  howavsr, 
ahould  be   subject    to   state   requlrneota,  sa   la   true  of  state- cha c tared 
coBiercial   banks  xhlch  are   not  raenbers  of   the  Federal  Keaene  Systea.      In 
this  regard,    there  are  6  savlnga  banks    In  Hassachusetts  which  are  a^Asrs 
of    the  FHLB  Systea,  but   whose  deposits   are  not    Insured  by  FOtC>     Thasa 
Institutions  would   lui    even  gain  additional  powers  under  B.K.    3864.  but 
would  bi-co>e  subject    to  PHLBB-iaposed   reserve  requtreaenta  on  thalr  HOH 

Ue  do  not   believe   that   the  question  of  whether  atate  or  federal 
agencies  set    reserves   ahould  depend  on   the  question  of  seabershlp  In  ttia 
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tat  which   Is.   afcti   all,  opcloiwl   for  itats-clMTCacad  aavln^i 

Je  would  urge  u  anandaanc   Co  Sactlan  S(b)   of  the  bill, 

■11)F   Co   the  new  Subsection  (s)  which  It  would  add  to  Section  S 


the   Federal   Hone  Loan   Bank  Act,    Co  am 
banks    froa   the  detlniclon  of  'weabec" 

More  fuadaaenlillv,  the  i**ui 
accounts  is  a  subject  irtitch  the  Congr< 
tlon  lelsttng  to  the  Federal  Reseive  ' 
mother  Instance  of  unnscassarlly  coai 
tranaactlona  account    legislation  with 

In  conclusion,   ■■  the  Chalraan  todl 
the  April  Court   of  Appeals  dec 


e  atate- chartered  bucusI  ssvlogs 
Chat  subsoecloB. 
reaetves  against  transactions 
Is  addressing  In  other  leglsla- 
leabershlp  pToblsa.'     This  Is  jtc 
itlng  nadoDwld*  Intsrsst-besTlog 


.n   introducing  B.k.  386*. 
-equirea  Congress   to   face  up  to  the 
on  checking  accounts  and  giving 
offer  checking  accounts.'     The 
rongly  agrees.      Accordingly,  we  urge  adoption  of 
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Chairman  St  Germain.  Thank  you,  Mr,  Mastorton. 

Mr.  Campbell  and/or  Mr.  McCormick,  you  know,  as  to  tJie  ov«v 
whelming  ground  swell  and  demand,  I  was  interviewed  by  a  member 
of  the  press  yesterday  morning  at  the  conclusion  of  the  hearing;  and 
I  stated  to  him  that  in  the  19  years  I  have  been  on  this  committee, 
there  is  more  interest  being  evidenced  by  our  colleagues  on  both  sides 
of  the  aisle. 

When  I  leave  the  committee  room  to  go  for  a  vote,  when  I  am  Ml 
the  floor,  my  colleagues  are  sayins  to  me,  "Mr.  St  Germain,  when  are 
you  going  to  allow  us  to  vote  on  the  transaction  account  legislation!" 

My  constituents  are  all  calling  me  and  writing  me.  I  have  never 
seen  this  before  with  financial  institution  legislation — really  and 
truly — because  most  of  the  time  people  really  dont  understand. 

However,  people  around  the  Nation  who  have  been  beneficiaries  of 
the  share  draft  accounts  in  the  credit  unions,  of  the  transacti<Hi  ac- 
counts in  the  commercials.  They  are  letting  their  Members  of  Congress 
know  that  they  like  those  services  and  they  want  those  services.  Lhtiy 
really  do,  so  that  there  is  an  unusual  ground  swell  of  support.  I  have 
never  had  this  happen  before.  It  is  unique  in  the  19  years  I  have  served 
on  the  Congress  and  in  this  committee  that  anyone  wants  anything 
out  of  this  committee. 

Most  of  the  time  they  say,  "What  are  you  going  to  hit  us  with  neztt" 
But  for  the  first  time — for  the  first  time,  I  have  got  people  coming 
over  with  a  smile — my  colleagues,  usually — they  aay,  '"Mr.  St  Ger- 
main, are  you  going  to  put  us  on  the  spot  again  ?" 

Ifow  I  go  over,  and  they  are  asking  me  to  bring  the  bill  out,  and 
they  are  asking  me  to  do  it  expeditiously. 

So  I  hope  you  recognize  that  fact. 

Now,  I  noted  that  you  were  paying  keen  attention  to  the  testimony 
from  the  mutual  savmgs  banks.  As  I  look  at  some  of  the  points  they 
made — and  I  don't  think  they  saw  your  testimony  ahead  of  time — 
but  with  respect  to  volatility,  the  figures  are  there.  These  are  the  leas 
volatile  funds  than  the  funds  of  the  savings  accounts. 

There  has  been  stability  in  these  NOW  accounts  in  the  institutions 
in  New  England;  is  that  not  the  case? 

Mr.  Masterton.  That  is  so. 

Chairman  St  Germain.  And  then  as  to  the  competitive  relation- 
ship among  financial  institutions,  commercials  have  actually  continued 
to  grow  in  their  share,  the  percentage  of  deposits  in  New  England, 
despite  the  fact  that  the  thrift  institutions  in  New  England  have  been 
given  the  third  party  payment  account,  or  demand  deposit  accounts, 
powers. 

So  I  think,  again,  we  are  not  talking  about  theory  here.  It  is  not  an 
economist  coming  in  and  saying.  "If  you  do  this,  this  will  occur,"  and 
you  can  quarrel  with  that. 

You  can  say,  "Well,  — " 

But  when  you're  talking  fact  and  experience  from  this  situation 
that  has  prevailed  in  New  England.  I  think  then  you  have  a  difficult 
time,  because  you  have  got  the  evidence. 

At  several  points,  gentlemen,  in  your  testimony  of  the  IBAA,  you 
talk  alwuf  the  implicit  pricing  system  being  a  means  of  custmners 
avoiding  pos.sible  taxes.  Xtc  you.  in  effect,  telling  us  that  there  is  a  gen- 


,dhvGooglc 


493 

eral  tax  subsidy  for  the  banks  in  the  present  protected  system  of  non- 
interest-bearing  checkinjr  accounts? 

Mr.  McCoRMiCK.  For  bank  customers. 

Chairman  St  Germaix.  Can  vou  tell  me  what  percentage  of  the 
member  banks  of  IBAA  are  paying  the  5-percent  maximum  on  pass- 
book accounts? 

Mr.  Campbeix.  N"o,  we  don't  have  those  numbers  available. 

Chairman  St  Germain.  Could  you  submit  that  for  the  record  9 

Mr.  Campbell,  I  am  not  certain  that  those  statistics  are  available, 
Congressman. 

Chairman  St  Germain.  Do  you  know  how  many  of  your  institutiraiB 
plan  to  increase  their  passbook  savings  rate  to  514  percent  under  the 
newly  enacted — new  increase  under  regulation  Q ! 

Mr.  Campbeix.  Congressman,  that  one  I  could  answer,  just  from  my 
own  survey  as  I  travel  aroimd  the  country,  I  have  not  yet  found  ft 
banker  who  is  not  planning  to  increase. 

Chairman  St  Germain,  That  is  not  planning  to  increase? 

Mr.  Campbeli,.  They  are  all  planning  to  increase,  all  of  those  that  I 
have  talked  to. 

Chairman  St  Germain.  But  the  IBAA  doesn't  have  figures  as  to 
liow  many  or  what  percentage  of  their  membership  do  indeed  pay  the 
maximum  on  savings  account? 

Mr.  Campbell.  Xo,  I  am  sure  we  do  not  have  those  numbers. 

Chairman  St  Germain.  That  has  been  an  evasive  figure.  It  has  berai 
verv  difficult  to  obtain  for  years.  I  wonder  why  no  one  seems  to  have  it, 
including  the  regulatory  authorities? 

Mr.  Campbell.  I  truly  don't  know.  I  only  know  that  in  my  particu- 
lar trade  area,  every  time  the  rates  go  up,  that  new  rate  becomes  a 
ceiling,  or  the  floor,  and  we  are  looking  at  a  new  ceiling  in  the  rates. 

Historicallv,  we  have  followed  them. 

Chairman  St  Germain.  Thank  you,  ifr.  Campbell. 

Mr,  Wylie. 

Mr.  Wylie.  Tliank  you  very  much,  Mr.  Chairman, 

Mr.  Campbell.  I  note  in  your  statement  on  page  6,  you  say  that  you 
are  apprehensive  concerning  the  effects  of  paying  interest  an.  inter- 
bank balances  and  believe  that  the  payment  of  interest  on  interbank 
deiiosits  contributed  to  the  financial  crisis,  and  is  one  of  the  reascms  for 
prompting  Congress  to  prohibit  the  payment  of  interest  on  demand 
deposits  in  1933. 

I  miirht  say  that  I  am  a  little  bit  apprehensive,  too,  and  have  said 
so,  I  think,  vis-a-vis  my  questims  here  before  this  committee  about 
paying  interest  on  transaction  accounts  which  could  be  transferred 
back  and  forth  rather  quickly. 

And  it  is  pretty  hard  to  get  a  handle  on  just  how  much  mcmey  is  in 
the  transaction  accounts.  And  it  seems  to  me  as  if  there  might  be  an 
extremely  heavv  amount  of  competition  for  those  funds,  just  as  there 
was  back  in  I92i)  at  the  time  of  the  bank  failures. 

So  I  think  I  want  to  read  your  statement  a  little  more  carefully,  but 
what  are  interbank  deposits  t 

Mr,  Campbell,  In  that  context.  Congressman,  they  would  be  de- 
posits of  my  bank — that  my  bank  would  place  on  deposit  with  another 
bank.  In  other  words,  my  bank  would  have  a  depository  account  with 
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the  larger  bank,  and  it  was  easy  at  that  time  to  transfer  deponts  at » 
high  rate  of  interest  into  a  city  bank. 

Mr.  Wtue,  Do  banks  pay  interest  on  those  depositB  I 
Mr.  Cahpbeli.  Not  under  present  laws,  sir.  The  payment  of  interest 
is  prohibited ;  but  I  might  say,  in  reference  to  1933,  we  recognized  that 
some  economists  say,  "Well,  nothing  that  happened  in  banking  and 
lending  policies  and  payment  of  interest  on  demand  deposits  brought 
about  the  downfall  of  banking  and  crash  of  the  system  in  the  tliirtiea.** 
But  I  simply  dont  buy  that.  I  think  that  those  are  Monday  moming 
quarterbacks  talking.  It  is  easy  to  look  back  and  say — and  define  a 
cause  and  effect.  But  this  we  do  know,  the  1973-74  period  of  time, 
when  the  banks  across  this  country  were  in  dii&culty,  it  was  because 
they  were  stretching  out  too  far,  looking  for  high  interest  rate  loans, 
ignoring  quality,  because  their  cost  had  gone  up,  and  they  were  look- 
ing for  additional  profits. 

And  we  submit  that  they  may  very  well  happen  again  if  this  bill  is 
put  into  law. 

Mr.  Wtlte.  Do  you  think  there  are  two  different  functions  for 
money?  I  have  gone  into  this  before— one  as  a  store  of  value  and  one 
as  a  medium  of  exchange  ?  I  think  there  is  something  psycholc^cally 
different  about  putting  money  in  a  savings  account  and  leaving  it  there 
as  a  so-called  store  of  value  and  putting  it  in  a  checking  account  to 
use  as  a  medium  of  exchange.  The  custraner  perceives  that  "money  in 
the  checking  accoimt  will  be  readily  available  to  pay  checks  on  a  day- 
to-day  or  an  hourly  basis,  whereas  if  they  put  it  in  a  savings  account, 
they  are  putting  it  there  for  a  rainy  day  or  sometime  later  in  tJhe 
future." 

And  I  have  been  asking  questions  about  what  would  witnesses  think 
if  we,  for  instance,  allowed  the  interest  rate  to  rise  on  savings  depositB 
and  maintained  the  situation  as  far  as  transaction  accounts  are  con- 
cerned. 
Mr,  McCoRMicK.  May  I  answer  you,  sirf 
Mr.  Wtt-ie.  Surely. 

Mr.  McCoRMiCK.  I  think  that  there  is  a  clear  phenomenim  that  all  of 
us  experience  that  do  business  with  consumers  and  in  our  own  lives, 
we  have  a  difficult  time  saving  money  and  retaining  it  for  long-term 
goals,  and  I  think  there  is  some  aspect  of  this  program  which  would 
not  be  productive  in  terms  of  helping  the  consumer  save,  and  that  if 
he  keeps  his  money  in  a  transaction  account,  I  think  he  would  have  a 
greater  tendency  to  not  spend  it  wisely. 

Xow  I  dont  know  how  important  that  might  be,  but  again  and  again 
and  maybe  in  your  own  experience,  you  know  that  in  order  to  hang 
on  to  money,  you  transfer  it  over  to  a  convenient  savings  account  op 
another  type  of  instrument  in  order  to  try  to  retain  it  for  scaoe  goal. 
And  so  I  think  that  is  some  reasonable  concern. 

Now  you  have  brought  up  the  issue  of  what  it  is  that  the  consumer 
reallv  needs,  and  you  addressed  it  in  terms  of  the  nossibility  that  you 
need  to  be  addressing  maybe  a  more  flexible  regulation  Q  or  scHoe  op- 
porfunitv  for  the  consumer  in  that  way. 

Mr.  Wyt,te.  Mav  I  interiect  rieht  there  that  there  is  a  biar  hue  and 
cry  right  now  to  permit  this— to  cive  the  small  saver  a  better  bnftk 
on  his  account.  That  is  what  Mr.  St  Germain.  I  think,  was  reallv  talk- 
ing  about  a  while  ago.  When  are  we  going  to  get  an  opportnnity  to 
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vote  on  a  bill  that  will  permit  the  small  saver  to  realize  the  same  in- 
terest rate  as  the  big  saver  or  the  person  who  can  afford  a  $10,000 
certificate  of  deposit  for  6  months^  That  is  the  plea  we  have  been 
hearinff' 

In  that  vein,  I  was  thinking  in  terms  of  maybe  there  would  be  some 
modification  of  regulation  Q,  and  I  might  say  that  Senator  Mclntyre 
also  spoke  in  those  terms  of  some  sort  of  an  arrangement  whereby  the 
ceiling  would  be  raised  to  the  market  as  far  as  interest  was  concerned 
on  all  savings  accounts,  but  maybe  the  differential  would  be  maintained 
between  thrift  institutions  and  commercial  banks. 

Mr,  McCoRMiCK.  Our  association,  of  course,  supports  regulation  Q 
very  strongly,  but  the  concept  of  having  some  flexibility  in  regulation 
Q  is  probably  appropriate.  The  concern  we  have  is  we  want  to  make 
sure  that  we  retain  an  orderly  market  because  the  flnancial  strength 
and  stability  of  our  financial  institutions  are  of  paramount  importance, 
in  our  opinion,  but  having  some  flexibility  in  regulation  Q  to  ^ve  the 
consumer  a  better  opportunity  to  participate  in  an  appropriata  interest 
rate  and  what  is  going  on  in  the  market  and  later  inflation  that  is  tak- 
ing place  is  something  we  would  like  to  study, 

Mr,  Wtlie.  Do  you  have  any  comment  on  that.  Mr.  Masterton  t 

Mr.  Masterton.  I  think  you  correctly  identified  two  separate  issues 
of  a  value  account  and  a  transaction  account.  On  the  one  hand,  speaking 
first  of  the  value  account,  and  again  from  my  own  personal  experience 
certainly,  our  depositor  perceives  the  need  for  increased  value,  and  oar 
money  costs,  because  of  the  opportunity  to  choose  other  instruments, 
has  risen  about  half  a  percent  in  the  last  12  months.  The  recent  quar- 
ter percent  increaw  in  our  regular  accounts,  the  new  4-year  certificates, 
are  all  positive  moves  toward  recognizing  not  that  everyone  should 
receive  a  single  market  rate  but  that  there  are  mai^et  rates  for  variouB 
types  of  accounts  which  rise  from  time  to  time.  We  have  always  favored 
the  small  saver  and  continue  to  do  so. 

But  there  is  another  issue  here.  It  is  whether  the  small  saver  who 
really  sees  the  savings  and  the  checking  account  and  home  manage- 
ment account  as  part  of  an  asset  management  approach  should  have 
the  same  advantages  that  others  have.  And  we  simply  dont  believe 
that  the  consumer  should  be  denied  that  opportunity, 

Mr.  Wtlie.  So  you  support  the  St  Germain  bill  ? 

Mr.  Mastehton.  We  do. 

Mr.  Wylie.  Do  you  support  it,  Mr.  McCormick! 

Mr.  McCormick.  No. 

Mr.  Campbell.  No,  Mr.  Congressman,  we  are  in  opposition  to  the 
bill.  We  sympathize  with  the  reasoning  behind  the  bill,  because  I  am 
on  record  as  saying  I  think  the  small  consumer  needs  help,  but  we 
don't  think  this  is  the  way  to  assist  that  small  consumer. 

Mr.  WrLiE.  How  could  you  suggest  that  the  small  consumer  get 
help? 

Mr.  Campbell,  That  would  be  a  very  complex  answer,  Mr,  Con- 
gressman. We  would  be  willing  to  go  into  conference  with  some  of  our 
people  and  try  to  come  back  to  you  to  assist  you  in  making  that 
decision. 

Mr.  Wtlie.  On  page  three  of  your  testimony,  Mr.  Masterton,  you 
state  the  economics  of  the  situation  favor  the  payment  of  interest  on 
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transaction  accounts,  and  it  is  unlikely  that  the  Congress  or  the  courts 
can  permanently  prevent  this  result. 

Do  you  favor  the  economics  of  the  situation  more  than  Mr.  Campbell 
does? 

Mr.  Mastehton.  Well,  we  do.  We  have  not  found  in  New  England 
that  the  accounts  are  a  cost  burden.  On  the  contrary,  in  our  own  litUe 
bank  in  Maine,  we  found  it  very  manageable  indeed.  The  vast  major- 
ity of  the  Xew  England  savings  banks  have  taken  on  NOW  accounts 
with  great  pleasure,  and  I  think  at  least  half  the  banks  in  New  York 
have  done  so. 

And  the  economics  appear  to  be  very  satisfactory. 

Mr.  Campbell.  Mr.  Congressman,  might  I  ask.  are  we  strictly  talk- 
ing about  NOW  accounts  in  this  bill,  or  are  we  talking  about  checkiiig 
accounts,  because  there  is  a  great  difference!  We  are  the  people  who 
have  the  historj'  of  servicing  checking  accounts,  and  we  know  the 
problems  with  them.  It  is  easy  for  someone  who  hasn't  been  in  the 


Mr,  Wylie.  I  think  I  would  like  to  have  you  comment  on  the  dif- 
ference. I  have  been  trying  to  draw  that  distinction  myself.  I  think 
there  is  a  difference  between  a  transaction  account  and  a  NOW  acconnt. 

Do  you  perceive  a  difference? 

Mr.  Campbell.  We  perceive  it  as  a  difference  in  deposit  level.  If  we 
are  going  to  get  together  as  a  group  with  the  Congress  and  with  the 
financial  institutions  of  this  country  and  exclude  everybody  under 
J.'JOO,  with  a  deposit  level  of  less  than  $.300  and  simply  ignore  them. 
we  don't  think  that  is  fair. 

We  have  been  working  with  these  people  for  many  years.  If  you 
are  talking  about  offering  a  NOAV  account  to  someone  who  has  a  $50 
balance,  we  don't  see  how  that  could  ever  be  drafted.  But  if  you  are 
talking  about  n  checking  account,  and  if  the  others  who  are  here  in 
support  of  a  bill  wish  to  get  into  the  fhecking  account  business,  well, 
is  that  the  issue  wo  arc  iliscussing?  Or  are  we  talking  about  NOW 
accounts? 

Chairman  St  Germaix.  If  the  gentleman  would  yield. 

Mr.  Wylie.  I  would  yield. 

Chairman  St  GF.nMAix.  As  a  practical  matter,  a  NOW  account  is 
a  negotiable  order  of  withdrawal.  Having  had  experience  with  them 
personally,  liavinc  si  wife  who  has  one.  she  indeed  has  fallen  below 
the  minimum  balance.  There  is  a  minimum  balance  required  at  the 
institution  whei-e  she  maintains  hers.  .\nd  I  have  criticized  her  for 
allowing  that  balance  to  go  below,  so  she  was  charged  for  those 
checks,  and  the  institution  did  ver>'  well  because  she  wasnt  paying 
attention,  and  she  lost  the  interetst  on  it. 

As  a  practical  matter,  the  transaction  account,  as  has  been  testified 
to  by  other  witnesses,  the  NOW  account,  in  operation  is  essentiallv  the 
same  as  a  checking  account  because  to  date  no  one  has  said  to  aome- 
Iwdv.  well,  this  is  a  transaction  account  and  you  have  to  wait  a;  number 
of  da^-s  or  montlis  before  vou  can  withdraw  the  money.  C-ompetitively, 
thnt  would  lie  a  sad  misttike  on  their  part,  and  T  think  Mr.  Masterton 
better  explained  to  Mr.  Campbell  what  the  XOW  account  is  and  how 
it.  in  essence,  is  the  same  as  a  checkinc  account. 

Mr.  Mastertox.  Mr.  Chairman  and  Mr.  Wvlie,  manv  of  our  States, 
my  own  included,  have  both  checking  accounts  and  NOW  accounts. 
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and  W6  favor  both.  We  favor  the  transaction  accounts  bein^  offered. 
We  feel  that  in  the  competitive  marketplace  the  consumer  will  be  best 
served,  and  in  turn,  the  nnancial  institution  is  best  served  if  the  oppor- 
tunity is  there  to  provide  explicit  pricing,  minimum  balances,  that  deal 
effectively  with  the  various  cost  impacts  that  have  been  mentioned  here. 

In  our  own  banks,  since  you  have  asked  others,  Mr.  Chairman,  we 
have  three  types  of  accounts.  We  have  a  very  minimal  small  one,  sort 
of  a  starter  account  where  people,  in  essence,  buy  checks — a  paper 
check.  We  then  have  a  regular  checking  account  where  people  have  a 
minimum  balance  of  $100, 

Mr.  Wtlte.  Do  you  pay  interest  on  the  first  one? 

Mr.  Masterton,  We  do  not.  We  have  a  checking  account  that  has 
a  minimum  balance  of  $100,  We  do  not  pay  interest  on  that.  We  have 
NOW  accounts  at  $300. 

Mr,  Wylie.  So  the  person  with  a  small  checking  balance  doesn^ 
get  any  interest.  Nor  does  the  very  small  saver. 

Mr.  Masterton.  The  $.50-depositor  that  was  mentioned  does  not, 
and  it  would  be  unreasonable,  I  think,  for  any  of  us  to  expect  there 
should  not  be  some  demarcation  line  between  pursuing  poor  manage- 
ment of  an  institution  or  a  poor  public  policy. 

Mr.  Wtlie.  I  am  inclined  to  agree  with  you,  but  you  are  saying 
it  is  a  matter  of  degree  as  to  what  is  or  is  not  a  small  saver,  and  there 
is  a  limit. 

Mr.  Masterton.  There  is,  indeed,  and  I  believe  prudent  manage- 
ment and  the  public — the  public  has  become  quite  perceptive  about 
these  options,  Mr.  Wylie,  and  I  think  we  have  found  in  our  market 
that  it  has  reached  a  nice  balance.  And  T  am  sure  our  banks  in  gen- 
eral, and  I  know  my  bank  specifically,  are  not  being  injured  by  NOW 
accoimts.  Tn  fact,  we  have  a  deposit  bottom  line. 

Mr,  Wtlie.  Now  you  have  three  different  NOW  transaction  check- 
ing account  interest  paying  arrangements.  How  do  those  work  ad- 
ministratively? I  am  more  interested  in  the  differences. 

Mr.  Masterton.  Well,  basically,  the  NOW  account  customer  keeps 
a  minimum  balance  of  $300.  He  or  she  receives  interest  from  dollar 
one,  regardless  of  minimum  balance.  If  the  account  drops  below  tJie 
minimum  balance,  a  service  charge  is  a,ssessed. 

Let  me  tell  you  the  dimensions  of  this,  so  you  can  put  it  in  per- 
spective. We  have  been  in  the  NOW  account  business  since  the  spring 
of  1976.  We  are  a  $500-million  bank.  About  2  percent  of  our  deposits 
are  in  NOW  accounts — roughly  about  $7^  million.  We  paid  out  in 
the  first  5  months  of  this  year  interest  to  all  of  our  depositors  of 
$1014  million  to  all  depositors. 

My  NOW  account  depositors — and  I  pulled  this  yesterday  after- 
noon as  I  left  the  office,  from  our  accounting  department — received 
in  that  5  months  $135,000  of  interest.  So  the  question  of  degree  of 
impact  on  the  bottom  line  is  miniscule  when  you  really  get  down  to 
the  hard  numbers. 

The  fees  on  our  $.SOO-minimum  accounts  amounted  to  $7,300.  Now, 
it  was  ^  percent  roughly  of  the  total  amount  of  earnings  that  were 
naid  out  to  our  depositors.  So,  it  seems  to  me,  the  question  of  degree  of 
severity  of  minimum  balances  and  the  question  of  impact  across  those 
are  moot  points  when  you  look  at  reality. 
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Mr.  Wtub.  ok.  Now,  I  come  into  your  financial  institution.  I  am 
a  customer.  And  I  say  I  want  to  know  about  the  NOW  account,  and 
I  want  to  know  about  your  transaction  account  and  your  small  saver 
account,  and  you  explain  the  difference  to  me,  and  I  make  a  choice. 
Do  I  sign  up  for  a  NOW  account  f  Do  I  get  some  documents  that  look 
like  checks? 

Mr.  Mastehton.  You  certainly  do,  and  they  would  be  indistinguish- 
able in  check  form,  but  you  would  certainly  understand  the  difference 
when  you  sign  upfor  it. 

Mr.  Wtlie.  ok.  Now,  I  decide  to  opt  for  the  transaction  account. 
Do  I  still  get  a  piece  of  paper? 

Mr.  Masterton.  Checks,  and  so  on? 

Mr.  Wtub.  Yes. 

Mr.  Mastefton.  Yes;  you  do.  You  get  full  descriptive  nuiterial 
under  either  option. 

Is  your  concern.  Mr.  Wylie,  whether  the  customer  understands  which 
kind  of  account  he  or  she  has  ? 

Mr.  WYLia  Right— and  what  the  distinction  might  be.  Why  d<mt 
you  call  them  all  the  same  thing,  then  ? 

Mr.  MA8TERT0^■.  Well,  the^  are  different  And  the  public  perceives 
them  as  being  different.  Certainly  the  public  in  New  England  perceives 
of  a  NOW  account  as  an  account  that  pays  interest.  There  is  a  public 
perception  of  NOW  accounts  in  New  England. 

Mr.  Wyue.  Now.  in  Columbus,  I  think  there  is  a  distinction  to  be 
drawn,  because,  in  the  SOW  account  arrangement,  you  get  the  piece 
of  paper,  and  it  looks  like  a  check — and  maybe  it  is  a  check — whereas 
on  a  transaction  account  with  the  remote  service  unit  and  the  electronic 
fund  transfer  arrangement,  you  can  transfer  money  back  and  forth 
between  a  savings  account  and  a  checking  account  and  you  dont  even 
know  it. 

Mr.  Mastertov.  Yes.  the  computer  will  do  it  for  you, 

Mr.  Wyue,  The  computer  will  do  it  for  you,  and  you  get  a  little  slip 
showing  a  transfer  has  been  made. 

Mr.  Masterton.  Of  course,  if  this  bill  is  passed,  in  Ohio  it  will  be 
much  simpler,  becau.se  you  woiild  have  the  real  bonafide  original  NOW 
account,  and  life  would  be  nmch  simpler  for  you  and  the  banks. 

Mr.  Wvi-iE.  Why  dont  we  just  pass  a  bill  saying  it's  all  right  to  pay 
interest  on  NOW  accounts  ? 

Chairman  St  Germain,  That  is  what  the  bill  says. 

Mr.  Mabtehton,  It  does,  of  course.  Mr.  Wylie,  address  the  other 
situations  that  do  exist — that  because  of  the  court  decision  must  be 
addressed— the  various  State  problems. 

Mr.  Wtije.  The  bill  also  permits  payment  of  interest  on  remote 
service  accounts. 

Chairman  St  Germain-.  The  bill  removes  the  prohibition  of  the  pay- 
ment of  interest  on  demand  deposits  and  gives  to  the  savings  and 
loans  the  mutuals,  and  credit  unions — the  thrift  institutions — the 
powers  that  they  are  now  denied  under  the  court  decision.  The  oonit 
decision  did  nothing  more  or  less  tJian  say :  Hey,  the  reflrulat<H«  have 
allowed  and  the  Congress  has  looked  the  other  way,  have  allowed 
circumvention  by  decree  of  the  prohibition  of  pavment  of  interest  ex- 
cept in  the  New  England  States  and  New  York.  I  have  tried  to  make 
this  nssimpip  as  possible. 
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Mr,  Wtlie.  I  know  you  are,  and  maybe  I  am  making  it  more  dif- 
ficult than  I  need  to,  but  I  perceive  a  distinction  between  remote  serv- 
ice accounts,  transaction  accounts,  and  NOW  accounts,  and  your  bill 
does  not  perceive  that  difference. 

A  demand  deposit  is  a  demand  deposit. 

Chairman  St  Germain.  The  transaction  account  was  created  to 
circumvent  the  prohibition.  If  the  prohibition  is  removed,  there  is  no 
longer  a  reason  for  cireumventing  the  prohibition,  because  it  is  gone, 
ana  you  could  boil  it  down  to  just  a  straight  checking  account  upon 
which  interest  may  be  paid  at  the  option  of  the  institution  involved. 

Mr.  Wti-ie.  How  about  telephone  bill  payer  accounts  ? 

Chairman  St  Germain.  You  would  not  need  those  anymore,  becaiise 
they  would  have  interest  paying  checking  accounts. 

Mr.  Wyue,  But  that  would,  in  effect,  be  covered  by  the  language  of 
bill. 

Chairman  St  Germain.  Yes. 

Mr.  Wtlie.  OK. 

Chairman  St  Germain.  Mr.  Leach  ? 

Mr.  Leach.  Mr.  Campbell,  you  note  on  page  6  of  your  testimony  that 
a  number  of  reasons  prompted  Congress  to  adopt  the  original  prohibi- 
tion against  the  payment  of  interest,  and  the  first  one  was  an  apprehen- 
sion that  the  paymemt  of  interest  would  drain  funds  from  rural  areas. 
Do  you  feel  that  is  still  the  case  and  do  you  feel  that  the  payment  of 
interest  is  an  antirural  issue? 

Mr.  Campbell,  Mr.  Leach,  excuse  me.  We  are  having  a  little  difficulty 
hearing  from  the  microphones  up  there.  They  are  not  coming  through, 
but  I  think  your  question  was  whether  I  felt  that  money  would  flow 
from  the  rural  areas  into  the  urban  areas  if  the  banks  there  were  per- 
mitted to  pay — our  bank  interest  on  their  deposit  accounts.  That,  of 
course,  is  not  covered  in  this  particular  bill. 

But,  yes,  we  are  concerned,  greatly  concerned  about  the  flow  of  funds 
to  the  urban  area  from  the  small  town  area  and  the  rural  area.  That  is 
happening  right  in  my  own  community,  I  might  add.  We  have  a  branch 
of  a  major  savings  and  loan  across  the  street  from  my  bank.  They  are 
supposedly  structured  to  make  real  estate  loans.  They  don't  make  real 
estate  loans  in  my  community.  They  take  my  funds,  or  community 
funds,  and  ship  them  into  Cleveland  and  make  large  loans  in  there,  in 
multiple  housing,  at  much,  much  higher  rates  than  they  can  charge  for 
a  regular  real  estate  loan. 

Mr.  Leach.  If  your  institution  starred  to  pay  interest  on  demand 
deposits,  would  you  be  able  to  keep  the  funds  in  the  community? 

Mr.  Campbell.  No,  not  with  the  rate  differential,  because  most  of  the 
funds  that  are  being  shipped  out  of  my  community  are  on  the  money 
market  certificates  where  there  is  a  difference'. 

Chairman  St  Germain.  Excuse  me,  there  is  no  differential.  There 
would  be  no  differential  on  these  accounts. 

Mr,  Campbell,  Mr.  Congressman,  I  was  talking  about  our  recent 
history  where  there  has  been  a  differential  on  the  6-month  money  mar- 
ket certificates  of  deposit,  and  we  have  lost  funds  because  of  that,  which 
have  e<nded  up  in  the  urban  areas. 

Mr.  T^ACH,  Have  there  been  any  studies  done  that  have  indicated 
this  is  a  likeliliood,  or  is  this  something  based  on  past  history?  Do  you 
really  have  a  good  grasp  on  this  possible  implication  I 
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Mr.  McCoRMicK.  Mr.  Leach,  if  I  may  attempt  to  answer  that  ques- 
tion. The  historical  experience  in  the  rural  areas  has  been  that  when 
you  have  unregulated  interest  rates,  or  when  interest  rates  b^in  to  rise, 
because  rural  areas  are  predominantly  agriculturally  based,  we  have 
difficulty  paying  the  higher  rates  of  interest.  And  the  reason  for  that  is 
that  interest  is  a  much  larger  proportion  of  the  cost  of  production  in 
the  agricultural  sector  than  it  is  in  other  economic  sectors,  and  the 
reason  why  is  that  in  the  agricultural  sector,  most  farmers  only  turn 
their  product  once  a  year  because  it  is  a  seasonal  thing,  and  so  whatever 
the  load  of  interest  is,  the  entire  load  goes  on  one  inventory  turn,  where 
in  the  manufacturing  sector  if  a  guy  turns  his  inventory  three  times  a 
year,  six  times  a  year,  whatever  it  happens  to  be,  he  divides  that  aiinual 
cost  of  money  up  every  time  he  turns  his  inventory. 

Almost  by  definition,  and  also  because  of  other  maritet  factors  that 
exists  in  agriculture,  other  industries  are  able  to  pay  higher  rates  of 
interest,  and  so  any  time  you  get  into  a  totally  free  capital  market  in 
terms  of  funds  flowing  to  the  highest  rates,  rural  areas  will  have  a 
tendency  to  lose  whatever  funds  they  have,  and  they  will  have  a 
tendency  to  go  to  the  market,  money  market,  center  areas. 

Does  that  address  your  concern? 

Mr.  Leach.  It  does,  but  I  am  not  convinced.  Mr.  Masterton,  have 
you  had  that  experience  in  Maine?  You  have  a  mixture  of  rural  and 
urban  areas.  Do  you  have  a  drift  of  funds  from  one  direction  to  the 
other,  or  stability? 

Mr.  Mastehton.  Well,  we  have  not  perceived  any  change  of  the  flow 
of  funds.  But  again,  comparisons  are  difficult,  as  I  am  sure  the  ot^ter 
gentlemen  would  indicate.  We  are  in  a  State  that  in  1975  passed  a 
rather  major  piece  of  banking  legislation  that  permits  ^.atewide 
branching,  and  I  don't  think  that  is  necessarily  true  in  the  areas  tJiat 
are  being  referred  to. 

Recalling  the  chairman's  reference  to  the  FIJTE  study  and  the  3- 
percent  interest,  for  example,  smaller,  rural  banks  now  have  to  com- 
pete with  larger,  urban  banks,  coming  in  and  paying  higher  market 
rates  for  savings.  Those  are  the  places  you  look  for  branches.  So 
maybe  money  is  coming  in.  not  going  out. 

Wc  don't  see  a  major  flow  of  funds  out,  and  I  tUnk  our  perception 
would  be  the  large  depositor  is  already  effectively  using  his  funds. 
He  knows  what  his  minimum  balance  is,  and  is  skimmins  the  moneys 
off  and  is  getting  earnings  on  the  rest.  Very  often  he  is  assisted  by 
the  banker  to  do  so.  and  that  the  net  impact  of  the  NOW  account  is 
more  of  a  consumer  issue. 

The  impact  is  not  substantive,  and  we  simply  do  not  perceive  any 
new  flow  of  funds  because  of  this  instrument.  In  our  area,  the  non- 
competitive loan  is  something  of  an  anomoly.  Besides,  the  new  Com- 
munity Reinvestment  Act  would  mandate  investment  in  their  local 
communities. 

It  is  a  rather  broad  answer  to  your  question,  but  we  don*t  perceive  it. 

Mr.  Leach.  I  have  been  tryin/r  to  think  this  through.  I  represent 
the  State  of  Iowa,  where  affriculfure  is  of  course  very  extennve.  It 
seems  there  would  I)e  an  attraction  to  the  higher  interest  rate  which 
the  payment  of  interest  would  entail.  It  is  iroing  to  be  difficult  for  the 
small  community,  but.  by  tlie  same  token,  the  major  depositors  in  the 
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rural  areas  are  farmers,  and  so  fanners  would,  in  a  sense,  receive  a 
great  return  on  their  deposits  as  well. 

For  the  life  of  me,  I  am  very  unsure  cm  whether  there  is  an  anti- 
rural  or  prourban  bias.  One  aspect,  certainly,  of  the  movement  of 
funds  today  from  rural  areas  to  the  cities  is  that  people  are  able  to 
get  a  somewhat  better  rate  of  return. 

Mr.  Campbell.  Mr.  Congressman,  if  I  may,  the  rate  of  return  is 
standard.  We  are  competitive  with  Cleveland.  We  are  only  30  miles 
from  downtown  Cleveland.  The  major  banks  there  all  pay  top  rates. 
We  pay  top  rates.  Our  money  outflow  has  been  to  other  institutions 
where  there  is  a  difference  in  the  rate,  especially  in  the  higer  denomi- 
nation deposita 

And  our  concern,  if  I  might  say,  again,  on  this  particular  bill  is 
that  the  group  of  people  that  we  are  talking  about  helping  are  going 
to  end  up  being  hurt,  a  majority  of  them,  because  in  numbers,  in  my 
particular  bank,  just  about — well,  57 -plus  percent  of  my  depositors  in 
the  checking  account  sector  have  less  than  $200  in  their  account 
balance. 

In  the  household  account,  the  average  household  account — and  these 
are  the  accounts,  these  are  the  people  in  mj]  commimity  who  make 
things  go — their  average  balance  is  $57  in  their  checking  account. 

The  payment  of  interest  on  that  account  is  not  going  to  help  them. 
If  I  increase  my  cost  by  the  payment  of  interest  across  the  total  deposit 
base  of  my  demand  accounts,  t  am  going  to  have  to  increase  loan  rates. 
That  is  going  to  be  fed  right  back  to  the  same  households  who  the 
businesses  that  I  service  provide  loan  funds  for.  Every  time  that  I 
raise  my  loan  rates,  everytning,  other  things,  in  my  community  go  up, 
maybe  not  in  direct  proportion,  but  it  is  an  effect. 

Mr.  Leach.  Thank  you. 

Chairman  St  Germain.  Mr.  Campbell,  do  you  have  a  breakdown 
of  your  membership  in  the  New  England  States  and  New  York  that 
would  indicate  what  percentage  of  the  members  of  the  IBAA  in  those 
States  are  now  offering  NOW  accounts  ? 

Mr.  Campbell.  I  am  not  certain,  Mr.  Congressman,  whether  or  not 
we  have  those  numbers.  We  could  attempt  to  provide  them  for  yon. 

Chairman  St  Germain,  And  if  so,  would  you  give  us  the  impact  on 
earnings  that  they  have  experienced! 

Mr.  Campbell.  We  will  do  our  best  to  file  a  report  to  you. 

Chairman  St  Germain.  Are  you  aware  of  any  members  of  the 
IBAA  or  any  IBAA  members  in  the  New  England  States  or  New 
York  who  are  banks  that  have  failed  as  a  result  of  the  existence  of 
NOW  accounts  in  those  States ! 

Mr.  CAMPBrjx,  No,  sir,  I  am  not  so  aware.  But  I  am  aware,  having 
talked  to — and  I  talk  to  so  many  people  that  I  can't  tell  you  specific 
names,  but  I  know  I  have  talked  to  people  in  New  England  who  feel 
that  their  bank's  growth  has  been  curtailed  two  ways :  They  are  not 
retaining  capital.  It  is  very  difficult  to  go  to  the  equity  market  today 
and  sell  new  capital  because  their  earnings  are  down,  which  means 
they  are  in  a  position  of  having  to  curtail  their  growth.  They  simply 
cannot  grow  without  new  capital. 

Chairman  St  Germain.  Could  we  have  the  name  of  the  savings  and 
loan  that  is  investing  all  its  money  SO  miles  away  in  Cleveland?  We 
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want  to  find  out  if  that  savings  uid  loan  has  filed  a  ctHnnmnity  re- 
investment plan  with  the  Federal  Home  Loan  Bank  Board.  Fnmkly, 
I  think  it  is  important  we  look  into  that  in  view  of  the  fact  that  all 
their  mortga^  money  is  going  outside  of  Oberlin  and  going  to  Cleve- 
land. We  will  find  out. 
Mr,  Campbeij«  When  I  say  they  are  not  making  loans,  I  am  Bore  if 

{rou  walked  in  there  or  called  them,  they  would  say,  "Yes,  we  have 
oan  funds,"  and  they  would  price  it  so  high  and  so  far  above  the 
local  market  that  the  loan  would  not  be  made. 

But  the  name  ia  obvious,  if  you  just  pick  up  a  directory.  It  is  the 
Third  Federal  Savings  &  Loan  Co.,  oi  Cleveland,  the  vmiy  savings 
and  loan  in  Oberlin. 

Chairman  St  CtERHAIN.  It  is  a  Cleveland  institution  % 

Mr.  Campbell.  Yes. 

Chairman  Sr  Geruain.  With  a  branch  ? 

Mr.  CAHPBELt.  That  is  correct. 

Chairman  Sr  Germain.  In  Oberlin  i 

Mr.  Campbell.  That  is  correct. 

Chairman  Sr  Germain.  Does  your  institution  make  real  estate  mort- 
gage loans  "k 

Mr.  Campbell.  Yes ;  we  do.  As  a  matter  of  fact,  about  half  of  our 
loans  are  in  real  estate.  A  situation  which  will  be  changed,  I  must  say, 
if  our  rates  go  up,  because  of  a  bill  such  as  this.  We  are  going  to  have  to 
adjust  to  a  shorter  term  loan  portfolio. 

Chairman  St  Germain.  I  dont  know  if  you  remember,  but  as  a 
result  of  the  FINE  study,  I  introduced  legi3lati<Hi  that  would  have 
stated  that  commercials  like  yours  that  have  a  heavv  amount  of  real 
estate  mortgage  loans  would  be  allowed  a  differential.  Do  yon  remem- 
ber what  your  reaction  to  that  one  was  ? 

Mr.  Campbell.  I  can't  recall,  sir. 

Mr.  McCoRMicK.  I  can  say  my  reaction  to  it  was  very  favorable,  be- 
cause my  bank  also  is  very  active  in  the  mortgage  loan  business. 

Chairman  St  Germain.  I  was  disappointed  that  that  one  did  net  fly, 
because,  frankly,  I  was  very  sincere  alraut  it.  I  felt  that,  you  know,  you 
give  the  differential  to  the  thrifts  because  of  the  fact  that  they  are 
making — they  are  involved  in  the  home  mortgage  area  so  that  why  not 
do  the  same  for  those  small  commercials  in  areas  such  as  yours  who  are 
indeed  providing  this  service  for  their  community. 

Mr.  McCoBMics.  Mr.  Chairman,  if  I  may,  you  have  opened  a  enbiect 
which  is  very  dear  to  my  heart.  The  fact  that  a  lot  of  our  independent 
banks  are  becoming  very  active  and  aggressive  in  providing  funds  to 
the  housing  market — and  I  think  that  the  better  job  we  do  in  the  hous- 
ing market,  the  more  inequitable  the  differential  on  regulation  Q  be- 
comes, and  I  hope  Congress  will  address  that. 

Chairman  St  Germain.  Incidentally,  you  made  a  point  of  the  fact 
that  a  lot  of  banks  are  having  difficulty  in  the  equity  market  for  invest- 
ment. Don't  feel  badly  for  the  small  banks.  Look  at  Marine  Midland: 
They  had  to  go  to  Hong  Kong. 

Mr.  Campbeij..  "While  we  are  on  that  topic  of  e(]uity,  again,  me  of  the 
reasons  that  I  think  we  are,  opposed  to  the  bill  is  because  of  increased 
costs,  because  we  have  a  responsibility  to  our  community  and  to  our 
depositors  and  to  our  stockholders.  And  we  pay  out  about  85  percent  of 
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our  net  income  every  year  to  our  shareholders.  And  since  many  of  my 
numbers  are  on  record  here  today,  I  wonder  what  Mr.  Masterton  pays 
out  to  his  shareholders  per  year. 

Chairman  St  Gebuain.  He  doesn't  have  any.  It  is  a  mutual. 

Mr.  Campbell.  Oh,  he  doesn't  pay  out  anything  to  shareholders. 

Chairman  St  Germain.  Mutuals  dont  have  shareholders. 

Mr.  Campbell.  Well,  I  just  wanted  to  note  that  for  the  record. 

Chairman  St  Germain.  We  note  that. 

Mr,  Campbell.  Also,  I  wondered 

Chairman  St  Germain.  Excuse  me.  You  know,  at  page  12  of  your 
statement  you  cite  a  1976  Fed  study,  the  worst  year  of  the  adjustment 
period  to  NOW  accounts,  that  bank  earnings  would  decline  by  about  a 
half  billion  dollars  if  they  were  to  go  national.  This  represents  a  reduc- 
tion of  about  6  percent  of  banks'  Before-tax  earnings  in  1975.  That  is 
from  pae;e  12  of  your  statement. 

And  then,  on  page  13,  you  say : 


Well,  is  a  6-percont  reduction  in  earnings  reallv  truly  that  earth- 
shaking  for  the  worst  year  of  the  adjustment  to  allow  national  NOW 
accounts  ? 

Mr.  McCoRHiCK.  One  of  the  things  that  is  so  difficult  about  working 
with  average  figures  is  that  that  6  percent  will  not  fall  pro  rats  on  aU 
the  institutions  m  the  banking  industry.  Mos4:  of  the  large  institutions, 
their  percentage  of  business  actually  is  with  the  consumer,  is  quite 
small.  And  the  banks  that  we  present — for  instance,  in  my  bank  I 
would  estimate  that  75  percent  of  the  business  that  we  do  is  with  the 
consumer.  Well,  the  cost  of  NOW  accounts  is  going  to  fall  much  heav- 
ier on  an  institution  like  mine  and  on  most  of  the  7,400  banks  in  our 
association.  We  are  going  to  experience  a  much  greater  impact  than  the 
6  percent. 

Chairman  St  Germain.  There  are  14,000  banks  in  the  Nation ;  right  ? 
Mr.  McCoRMicK.  That  is  correct. 

Chairman  St  Germain.  On  page  13,  you  say  the  Fed  study  estimated 
371  banks  or  SU  percent  of  all  banks  in  the  United  States  would  ex- 
perience severe  difficulties  in  adjusting  to  the  removal  of  the  pn^bi- 
tion  of  payment  of  interest  on  demand  deposits. 

Then,  you  go  on  to  say  that  SO  pereent  of  all  banks  had  less  than 
$25  million,  and  enactment  of  H.R.  3864  would  have  the  effect  of 
jeopardizing  the  survival  of  a  substantial  number  of  the  Nation's 
small  community  banks. 

Now,  is  371  banks  a  substantial  number  of  banks,  or  an  ezcesGdve 
number  when  you  compare  it  to  the  14,500  banks  I 

Mr,  McCoRMiCK.  Well  I  think  it  would  be,  if  you  would  talk  to  the 
FDIC  in  regard  to  how  concerned  they  are  about  even  one  bank 
failure.  We  are  talking  about  over  300  l>anks  experiencing  difficulty. 
Chairman  St  Germain,  The  FDIC,  sir,  Chairman  now  and  put 
Chairmen,  support  this  legislation,  because  they  have  found  as  regula- 
tors in  the  New  England  area  of  the  savinirs  banks  as  well  as  many 
of  the  State-charterSi  commercials,  that  it  is  sound  legislation. 

Mr.  Campbell.  Mr.  Congressman,  I  might  say  that  we  are  not 
making  a  statement  that  2V^  percent  of  bimks  in  the  TTnited  States, 
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to  which  we  refer  here,  are  all  small  banks.  They  are  not  all  our  bulks. 
They  are  bonks  who  have  marginal  profits,  very,  very  low  rate  of 
return.  They  are  in  difficulty  today ;  and  if  you  add  this  harden  of 
increased  interest,  they  may  very  well  go  under,  and  it  may  not  be  a 
$25  million  bank. 

Chairman  St  Germain.  Well,  nsually,  in  bank  failures  you  find  it  is 
poor  management  that  is  the  cause.  So,  if  we  have  got  S(Hne  poorly 
managed  bants,  we  want  to  protect  them  and  say  we  wont  (rive  the 
Nation's  consumers  an  opportunity  to  earn  interest  on  demand  deposits 
because  we  have  got  to  protect  those  poorly  managed  371  banks  in 
this  Nation  ?  That  doesn't  make  much  sense  to  me. 

Mr.  Campbell.  No,  sir,  I  wasn't  suggesting  that.  I  am  only  saying 
that  if  they  are  starting  to  dig  out,  if  they  built  themselves  into  a 
comer  in  1973  and  1974r— and  some  of  them  did.  some  of  them  are  still 
struggling  to  get  out ;  they  were  poorly  managed,  and  we  hope  they 
have  learned  their  lesson — that  perhaps  this  added  burden  mAy  be  the 
thing  that  puts  them  under. 

Mr.  Masterton",  Mr,  Chairman,  we  would  suggest  that  the  increase 
in  money  cost.s  that  all  banks  have  already  incurred  in  the  past  year 
with  6-monfh  monev  market  certificates  and  that  which  wo  will  incur 
in  the  next  year  with  the  quarter-percent  interest  rise  on  passbook 
savings  and  other  instruments,  the  cost  of  the  NOW  account  is  in- 
significant by  comparison.  The  NOW  accounts  cost  is  insignificant  in 
its  impact  compared  to  those  costs. 

It  would  seem  to  us  that  to  ask  the  consumer  to  bear  the  cost  of 
historic  management  problems  in  a  small  percentage  of  commenual 
banlcs,  in  light  of  the  overall  economic  circumstances,  would  be  placing 
the  burden  in  a  very  unf  ortimate  way. 

Second,  T  think  we  would  point  out  in  our  market  areas  that  the 
most  aggressive,  two-fisted  competitors  we  have  for  NOW  account 
money  are  not  the  thrifts,  but  the  commercial  banks.  And  the  reason  is 
that  (hey  see  the  opportunity  to  attract  incremental  money  since  they 
already  have  the  branching  structure  and  the  convenience  structure  in 
which  we  in  the  thrift  industry  lag  decades  behind.  They  are  building; 
a  broad  haso  of  transaction  accounts,  bringing  in  incremental  moneys 
built  up  in  those  accounts  at  a  very  slight  sacrifice  of  yeild. 

And  the  shrewcl  commercial  banks  in  our  market  know  that  this  is 
the  time  to  attract  very  low-cost  money  and  invest  it  very  favorably  to 
the  benefit  of  their  stockholders. 

I  think  some  exploration  of  what  is  happening  in  those  markets 
would  reveal  that  perhaps  there  is  more  scare  tactic  involved  in  this 
than  reality. 

Chairman  St  Germain-.  Well,  gentlemen,  I  would  like  to  pursue  this 
further ;  however,  the  bells  have  sounded,  and  this  is  the  first  of  ap- 
proximately three  votes  that  will  occur  in  succession.  And  as  a  result 
thereof,  we  would  ask  your  indulgence,  if  we  call  the  hearing  to  an  end 
at  this  point.  But  we  will  be  submitting  some  questions  in  writing  to 
you. 

Chairman  St  Grrmain.  We  want  to  thank  the  entire  panel  for  their 
appearance  this  morning. 

fWhereupon.  at  II  :30  a.m..  the  hearing  was  adjourned,  to  reconvene 
at  10  n.m..  on  Tliursday,  June  14. 197!).] 


,dhvG00glc 


THE  CONSUMER  CHECKING  ACCOUNT  EQUITY  ACT 
OF  1979 


THUBSDAT,  JUNE  14,  lfi78 

House  of  Representatives, 
snecommittee  on  financial  institutions, 

Supervision,  Regulation  and  Insurance, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  B.C. 
The  subcommittee  met  at  10 :15  a,m.  in  room  2128  of  the  Raybum 
House  Office  Building,  Hon.  Femand  J.  St  Grennain  (chairman  of  the 
subcommittee)  presiding. 

Present:  Representatives  St  Germain,  Hanley,  Cavanaugh,  Bar- 
nard, and  Wylie, 

Chairman  St  Germain.  The  subcommittee  will  come  to  order.  The 
Chair  would  like  to  make  a  relatively  brief  statement.  As  we  near  the 
close  of  these  hearings,  I  think  it  is  obvious  to  everyone  that  there  is 
strong  support  across  the  Nation  for  the  establishment  of  a  rational 
and  simplined  consumer  checking  account  system. 

Since  the  court  of  appeals  decision  on  April  20,  this  subcommittee 
has  been  inundated  with  telephone  calls  and  letters  concerning  the 
court  decision  and  the  congressional  reponse  to  it.  The  offices  of  nearly 
300  Members  of  the  House — ^plus  a  substantial  number  of  Senata 
offices — have  been  in  contact  with  the  subcommittee  on  behalf  of  con- 
stituents asking — demanding — that  something  be  done  prior  to  the 
effective  date  of  the  court  ruling  on  December  31. 

There  is  a  clear  consensus,  I  believe,  for  congressional  action  to  pro- 
vide the  consumer  with  two  basic  things :  First,  easy  access  to  his  money 
and  the  ability  to  make  payments  to  third  parties  regardless  of  what 
type  of  financial  institution  in  which  he  places  his  deposits;  and  sec- 
ond, the  right  to  receive  reasonable  compensation  for  letting  the  Snan- 
cial  institution  use  his  money,  whether  that  money  is  deposited  in 
a  checking  account  or  a  savings  account. 

No  longer  is  this  issue  susceptible  to  hoked-up  arguments  based  on 
rigged  numbers  and  outlandish  scare  tactics  about  the  dangers  of  pay- 
ing a  consumer  interest  for  the  use  of  his  money.  We  have  the  great 
New  England  experiment — now  6-years  old— and  we  know  that  NOW 
accounts  work.  We  know  that  consumers  do  use  them  and  we  know  that 
financial  institutions  of  all  sizes,  shapes,  and  colors  can  compete  for 
these  accounts  successfully.  And  we  know,  thanks  to  the  New  England 
NO'U''s,  that  these  accounts,  contrary  to  the  early  scare  stories,  do  not 
necessarily  generate  heavy  ser\'ice  charges  nor  do  they  automatically 
result  in  an  increase  in  mortgage  lending  rates. 

NOW  accounts  are  viable.  They  are  solid,  proven  proconsumer  de- 
vices and  there  is  no  reason  not  to  expand  these  privileges  nationwide. 
We  are  proud  of  our  pioneer  discoveiies  in  New  England,  but  the  time 
has  clearly  come  to  share  with  the  rest  of  the  Nation. 
(506) 
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As  we  move  toward  markup — and  I  hope  we  can  adjust  the  schedule 
for  an  early  markup — we  mav  have  differences  of  opinion  among  our- 
selves on  the  details.  But,  whether  we  are  talking  about  interest  on 
checking  accounts  or  its  equivalent  in  a  nationwide  NOW  account  sys- 
tem, we  should  keep  the  system  simple  and  not  allow  it  to  be  encum- 
bered with  an  outlandiah  hodgepodge  of  confusing  accounts^  The  court 
of  appeals  was  plainly  giving  the  Congress  a  chance  to  come  up  with  a 
simplified  system  and  an  opportunity  to  get  away  from  the  idea  that 
each  institution  on  each  corner  should  have  its  own  separate  account, 
under  a  separate  name,  and  separate  rules  and  terms.  Surely  we  should 
not  be  in  the  business  of  playmg  checking  account  hide  and  seek  with 
the  American  consumer. 

I  am  happy  that  our  witness  this  morning  is  Deputy  Treasury  Secre- 
tary Robert  Carswell.  Secretary  Carswell  and  his  staff  worked  mag- 
nificently with  this  subcommittee  last  year  in  hammering  out  the  ap- 
proaches which  finally  resulted  in  the  last-second  passage  of  the 
Financial  Institutions  Regulatory  and  Interest  Kate  Control  Act.  Per- 
haps again,  Mr.  Carswell,  we  will  be  able  to  work  with  you  in  develop- 
ing an  approach  on  this  legislation  which  will  give  the  consumer  true 
equity  on  checking  accounts. 

Secretary  Carswell  and  my  colleagues,  I  hope  you  will  forpve  my 
emphasis  on  the  Xew  England  experiment,  and  the  pride  I  take  in  our 
pioneer  efforts  in  the  New  England  area,  but  I  think  it  is  with  all  due 
justice  that  I  place  the  emphasis  there  in  this  instance.  We  will  now 
appreciate  hearing  your  testimony,  sir. 

STATEMENT  OF  HON.  BOBERT  CARSWELL,  SEFTTTT  SECRETARY 
OF  THE  TBEASTTRY 

Mr.  Carsweu..  Thank  you.  Mr.  Chairman.  With  your  permission,  I 
will  summarize  my  testimony  and  submit  the  entire  statement  for  thr 
record. 

I  appreciate  this  opportunity  to  present  the  views  of  the  administra- 
tion on  H.R.  .^R64.  Afr.  Chairman,  as  requested,  I  will  direct  my  testi- 
mony this  morning  to  the  issues  raised  by  that  bill.  As  you  know,  on 
May  22.  the  President  outlined  in  a  message  to  the  Congress  a  broad 
legislative  program  to  promote  fairness  to  small  savers,  to  facilitate 
financial  stability  in  housing  finance,  and  to  modernize  depoEdtory  in- 
stitution services.  Authorizing  depository  institutions  to  offer  inteivst- 
bearing  transaction  accounts  is  an  inqmrtant  part  of  the  Pre^dent's 
suggested  program. 

The  financial  markets  have  been  undergoing  drastic  change,  with 
regulator>-  change  drifting  along  behind  in  recent  years. 

The  regulators  administer  a  system  bom  in  the  banking  crises  of  the 
thirties.  Since  that  time,  the  quality  of  our  regulatory  mechanisms  and 
the  health  of  our  financial  institutions  have  improved  greatly,  yet 
many  of  the  old  rules  have  remained  with  us. 

Developments  in  the  financial  market  together  with  piecemeal  regu- 
latory and  legislative  changes  have  produced  inconsistent  and  unfore- 
seen results.  In  response  to  consumer  demand  across  the  country,  credit 
unions  nfTer  share  draft  accounts  and  the  commercial  bank  regulators 
have  authorized  automatic  transfer  accounts.  The  Federal  Home  Loan 
Bank  Board  has  authorized  federally  chartered  thrift  tnstitutioiu  to 
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operate  remote  service  units  for  depositors.  Now  the  Court  of  Appeals 
for  the  District  of  Columbia  has  held  that  except  for  State-authorized 
services,  many  of  these  arrangements  are  invalid  under  current  law. 

The  decision  is  not  effective  until  January  1, 1980,  and  that  gives  the 
Congress  time  to  act.  If  the  Congress  does  not  act,  this  hodgepwige  will 
not  disappear,  because  there  are  many  other  arrangements  that  come 
close  to  the  payment  of  interest  on  transaction  balances,  and  NOW  ac- 
counts will  still  be  available  in  New  York  and  New  England, 

Mr.  Chairman,  this  array  of  instruments  designed  to  circumvent  the 
prohibition  on  interest-bearing  demand  deposits  prejudices  rational 
performance  by  our  financial  markets.  It  causes  competitive  inequities 
and  discrimination  a^inst  individual  depositors.  It  imposes  a  sharp 
limitation  on  the  ability  of  savings  institutions  to  offer  a  full  range  of 
services  to  individual  depositors  and  it  encourages  inefficiency. 

The  President  has  recommended  the  authorization  of  interest -bear- 
ing transaction  account  authority  for  all  federally  chartered  or  insured 
depository  institutions.  That  step  is  a  vital  part  of  the  administration's 
program  for  financial  reform  because  of  the  central  role  of  transaction 
accounts  in  the  competition  for  the  consumer's  deposit  dollars. 

The  typical  American  household  has  a  checking  account  or  its  equiv- 
alent. Traditionally,  thrift  institutions  have  relied  on  their  interest  rate 
differential  on  saving  deposits  to  offset  their  inability  to  offer  checking 
accounts.  But  over  the  last  10  years,  alternative  savings  instruments 
have  been  developed  and  institutions  in  many  areas  have  begun  to  offer 
transaction-type  accounts  that  effectively  combine  the  checking  and 
savings  account. 

As  the  regulation  Q  ceilings  erode,  thrifts  must  broaden  their  serv- 
ices to  consumers  if  they  are  to  retain  their  current  depositors  and  at- 
tract new  ones.  This  is  true  whether  the  change  comes  through  the 
orderly  process  suggested  in  the  President's  program,  or  through  the 
unpredictable  play  of  competitive  forces.  The  attractiveness  to  the  pub- 
lic of  interest -bearing  transaction  accounts  has  been  demonstrated  over 
and  over  again.  It  is  highly  unlikely  that  consumers  in  any  section  of 
the  country  will  for  long  accept  the  system  that  limits  their  access  to 
interest -bearing  transaction  accounts.  They  can  be  expected  to  place 
even  greater  amounts  of  their  funds  with  noninsured  and  unregulated 
financial  intermediaries  where  their  needs  for  both  income  and  con- 
venience are  satisfied.  Such  a  development  would  not  portend  well  for 
either  the  overall  safety  and  soundness  of  our  financial  markets  or  the 
maintenance  of  an  adequate  flow  of  funds  to  the  housing  sector. 

Finally,  we  think  it  is  clear,  Mr.  Chairman,  as  you  have  eloquently 
pointed  out,  f^at  interest-bearing  transaction  accounts  have  proven 
themselves.  The  New  England  experiment  has  been  a  success  both  for 
the  depositors  and  for  financial  institutions. 

The  matters  being  considered  today  are  closely  related  to  the  pend- 
ing renews  of  deposit  interest  rate  controls,  thrift  asset  powers,  and 
Federal  Reserve  membership.  It  does  not  follow,  however,  in  our  view, 
that  all  these  issues  must  be  resolved  at  once.  Interest-bearing  trans- 
action accounts,  as  I  stated  before,  are  an  important  part  of  the  ad- 
ministration's financial  reform  package,  and  we  urge  Congress  to  act 
on  the  whole  package  this  year.  Nevertheless,  there  is  no  reastm  why 
the  Con£!Tess  cannot  choose  to  deal  first  with  this  issue.  And  the  Decem- 
ber 31  deadline  in  the  court  of  appeal's  decision  gives  good  reason  for 
doing  so. 
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A  rationalization  of  this  chaotic  area  will  bring  about  the  need  for 
similar  faction  in  other  areas  and  make  that  even  clearer  than  it  is 
today. 

H.K,  3864  would  remove  the  prohibition  against  ccHnroercial  banks 
offering  interest-bearing  demand  accounts  and  would  permit  savings 
institutions  to  offer  demand  accounts.  We  applaud  this  objective  and 
agree  that  it  is  a  simpler  approach  than  the  NOW  account  legislati(Hi 
presently  applicable  in  New  York  and  New  England ;  however,  we 
suggest  nationwide  NOW  accounts  for  individuals  and  nonprofit  or- 
ganizations as  the  logical  next  step.  It  will  provide  a  more  orderly 
transition  to  a  more  competitive  environment. 

We  therefore  propose  that  ail  federally  chartered  or  insured  de- 

Sositoi^  institutions  be  authorized  to  offer  NOW  accounts,  and  share 
rafts  in  the  case  of  credit  unions.  Initially,  the  accounts  should  cany 
an  interest  rate  ceiling  at  the  passbook  rate  for  commercial  banks  with 
no  differential  for  savings  institutions.  That  is  the  current  arrange- 
ment in  New  England. 

On  the  other  hand,  we  believe  that  the  regulators  should  be  free  to 
change  the  deposit  rate  ceiliner  for  NOW  accounts  independently  of 
the  ceilings  for  passbooks.  NOW  accounts  serve  a  quite  different  ninc- 
tion,  and  have  a  diflerent  significance  for  monetary  policy. 

It  may  be  desirable,  also,  to  establish  a  mechanism  to  insure  that 
a  uniform  ceiling  is  fixed.  Therefore,  the  Congress  may  want  to  con- 
sider the  arrangement  embodied  in  S.  1664  that  was  introduced  in  the 
last  Congress,  that  the  four  reeiilatoi^  with  i-ate-sottine  authority  fix 
the  ceilings  by  majority  vote.  In  the  event  of  a  tie,  the  Federal  Reserve 
could  cast  the  deciding  vote. 

The  introduction  of  NOW  accounts  involves  an  expense  for  de- 
pository institutions  that  will  coincide  with  the  added  cost  associated 
with  phasintr  out  deposit  rate  ceilings.  To  ease  the  expense,  we  would 
restrict  NOW  accounts  initially  to  individuals  and  nonprofit  organi- 
zations. Since  businesses  are  the  major  demand  account  holders,  this 
approach  should  limit  transition  costs. 

All  depository  institutions  should  be  subiect  to  reserve  require- 
ments on  NOW  accounts  fixed  by  the  Federal  Reserve  with  a  view  to 
competitive  equality  and  sound  management  of  monetary  policy.  In 
principle,  NOW  accountR  should  Ijc  treated  as  dpmand  deposits  for 
reserve  purposes.  Pending  a  broader  resolution  of  the  questions  sur- 
rounding Federal  Reserve  membership,  we  see  no  reason  why  non- 
member  institutions  should  not  maintain  their  reserves  at  a  Fedetul 
home  loan  bank,  the  FDIC,  or  the  National  Credit  Union  Board,  M 
the  case  may  be,  to  preserve  their  regulatory  relationships,  but  those 
regulators  in  turn  should  pass  the  reserve  through  to  the  Federal 
Reserve, 

While  these  matters  would  be  better  dealt  with  in  the  context  of  a 
broader  settlement  of  the  Federal  Reserve  membership  question,  we 
do  not  think  the  NOW  account  legislation  need  be  delayed  if  agree- 
ment cannot  be  reached  on  the  membership  issue.  Many  ftnanciil  re- 
forms will  affpct  the  cost  of  doing  business  for  banks,  and  in  onr  view, 
this  bill  should  not  be  held  up  for  that  reason. 

Mr.  Chairman,  that  concludes  my  formal  testimony.  I  would  be 
pleased  to  answer  any  questions. 

[Mr.  Carsjwell's  prepared  statement  follows :] 
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Testinony  of   the  Honorable  Robert  Carswell 

Deputy  Secretary  of   the  Treasury 

Before   the 

House   Subcoinpilttee  on   Financial   Institutions   Supervision, 

Regulation  and   Insurance 

of   the 

House  Committee  on  Banking,   Finance  and  Urban  Affairs 


Mr.   Chalnnan  and  members  of   this  distinguished   Subcomnitteei 

I   appreciate   this  opportunity  to  present   the  views  of 
the   Administration  on  H.R.    3864,      That  bill  would  remove 
the   prohibition  against   the   payment  of   interest   on  demand 
deposits   which   is  presently  applicable   to  all   Federally- 
chartered   or    Insured   depository   Institutions.     This   legisla- 
tion  represents   a   significant   advance   in  deregulating  our 
financial  markets   and   in   providing   a   fair   return  to   the 
COnBiiner  on    his   money. 

Hr .   Chairman,   as   requested,    I  will  direct  my  testimony 
this  morning    to  the   issues   raised  by  H.R.    3B64.      As   you 
know,   on   May   22  the   President  outlined   in   a  message   to   the 
Congress  a  broad   legislative   program   to  promote   fairness   to 
small   savers,    facilitate   stability   in   housing   finance  and 
modernize  depository   institution   services.      Authorizing 
depository   institutions  to  offer   interest-bearing   transactior 
accounts   is   an   important  part  of   the   President's   program. 
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Changes   In   the  Financial  Marfccta 

The  {Inanclal  narkete  have  been  undergoing  drastic  change, 
with  regulatory  change  drifting   along  behind.      The  regulator* 
administer   a   regulatory  system  born   in   the   banking   crlaes  of 
the   1930'b.      Since   that   time,    the  quality  of  our  regulatory 
mechanlama  and   the   health  of  our   financial   Institutions 
have   Improved  greatly.      Yet   the  old   rules  have  remained  with 
us   and,    in   the  case  of  deposit   Interest   rate  controls,   have 
been   further  elaborated.      Many  of   those   rules  no  longer 
function  as  originally   intended.      That   is  certainly  true  of 
the   statutory  prohibition  against  the  payment  of   Interest 
on  demand  deposits. 

Developments   In   the   financial  markets,    together  with 
piecemeal   regulatory  and   legislative  changes,   have  produced 
inconsistent   and   unforeseen  results.      In   response   to  consuner 
demand,   credit   unions  offer   share  draft  accounts  throughout 
the  country,   and   the  comnercial   bank  regulators  have   authorised 
automatic   transfer   accounts  nationwide.      In   Kew   England   and 
New  York,   NON  accounts   are   authorized   and   are  widely  offered. 
The   Federal   Home   Loan  Bank   Board   has  authorized   Federally- 
chartered   thrift   institutions   to  operate  remote   service 
units   for  depositors.      Now  the  Court  of  Appeals   for  the 
District  of  Columbia  has  held   that,   except   for  state   authorised 
services,  many  of   those   arrangements  contravene   the   statutory 
prohibition  against   the  payment  of   Interest  on  demand  deposits 
by  commercial   banks  and   against   the  offering  of  demand  deposits 
by  savings  and   loans  and   credit  unions. 

That  decision   Is   not  effective   until   January  1,    1980. 
Hhen   it  becones   effective,    it  will   adversely   impact  more 
than  TSO.OOO   bank  customers,    1,000,000   credit  union  menbers 
and  many  depositors   at   about   200   savings  and   loan   associations. 

IE   the  Congress  does   not  act,   this  hodgepodge  will   not 
disappear.     NOW  accounts  will   still   be  available   in  New  England 
and  New  York.      There   are   also  other  arrangements   that 
approach   the   payment  of   interest  on   transaction  balances  — 
repurchase   agreements   for   large  business  borrowers,   and 
telephone   transfer   and    telephone  bill   paying   accounts   for 
Individuals.      Moreover,   money  market   funds   and  brokerage  houaks 
have  begun   to  offer   checking   services,   and   credit  cards  have 
increasingly   come   to  play   a  major  role   in  the   payments  syste*. 
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Hr.   Chairman,   this  array  of   InetrumentB  designed   to  cir- 
cumvent  the  prohibition  on   interest-bearing  demand  deposits 
prejudices   rational   performancs  by  our   financial  markets. 
It  causes   competitive   inequities   and  discrimination  against 
individual   depositors.      It   Imposes  a   sharp  lunitatlon  on  the 
ability  of   savings   institutions   to  offer   a   full   range  of 
services  to   individual   depositors,   and  encourages   inefficiency. 

Permitting   payment  of   interest  on  checking   accounts  and 
similar   suggestions  have  been  considered  by  succasaive  Admin- 
istrations -and   Congresses   for  over   a  decade.      You,   Mr. 
Chairman,   and   the   other  members  of   this   Subconinittee  provided 
leadership   in   the  FINE  Study.      You   have  witnessed   the  evolution 
of   this  debate.      There   is  certainly  not  universal  agreement 
on  all   points.      But   I   believe   there   is  general   agreenent  that 
changes   In  our   financial  markets  —  which  ace  happening   all 
around    us  —    should    take   place    in   an  otrcieirly  way  and    In   a 
manner   calculated   to  promote   the   stability  of  our   financial 
institutions.      That  requires  action  by  the   Congress  now. 

The  Regulation  Q  Task  Farce 

over   a  ye^r  ago     the  President  established   a  task   force, 
chaired  by  the  Treasury,    to  examine  our  system  of  deposit 
inter-est    fStc   controls.       Ul    concerned   nenbera  Of   the    Executive 
Branch   and   all   Federal   regulators  of  depoeitory   Institutions 
were  represented.      One   important  reconnendatlon  of   the   task 
force  was   that   the   Administration  should   again  seek   to  obtain 
Congressional   approval    for   interest- bearing   transaction 
accounts,   which   were   first   proposed  by  this  Administration 
m    S.    1664    in   1977. 

The   authorization  of   interest-bearing   transaction  account 
authority   for   all   Federally- insured  depository   institutions 
is   a  vital   part  of   the   task   force   program   for   financial 
reform.      This   Is   so  because  of   the  central   role   assumed   by 
transaction   accounts   in   the  competition   for   the  consumers' 
deposit  dollars.      The    typical  modern  household   has  a  checking 
account  or   its  equivalent       Traditionally,    thrift   institu- 
tions  relied  on   their    interest-rate  differential  on  deposits 
to   offset    their    inability    to   offer    transaction   accounts.      But 
over   the   last   ten   years  alternative   savings   insttuments  have 
developed   and    institutions   in  many  areas  have  begun   to  offer 
transaction-type   accounts   that  effectively  combine   the 
checking   and   the   savings  accounts.      As   the   Regulation  Q  ceil- 
ings become   progressively  eroded,    it  will  become  more 
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1  their  services   to  consiaierB 
rent  depositor*  and   attract 
the  change  ccoiee   through   th« 
!   Preaident'o  progran  or 
through   the   unpredictable   play  of   competitive   forces. 

The   attractiveness   to   the  public  of   In teres t~ bearing 
transaction   accounts  has  been  demonstrated   over  and   over 
again.      Indeed,   the   very  rapid  growth  of   the  money  market 
mutual   funds   is  attributable   In  part   to  the   fact   that 
money  can  be  withdrawn  on  demand   by  neans  of  a  check-lik* 
Instrument.      The   financial  markets  have  been  marked  by 
ever   Increasing   sophistication  and    Interest-sensitivity 
on   the  part  of   consumers.      Once   a  new  service  has  been 
offered,    it  la  extremely  difficult   to  withdraw  It.      The 
unregulated   sectors  of   the  markets   will   tend   to  offer   that 
service   to  attract   funds.      Thus,    it   is  highly  unlikely  that 
consumers   in   any   section  of   the  country  will   for  long   accept 
a   system  which   limits   their   access   to   interest-bearing 
transaction   accounts.      They  can  be   expected   to  place   even 
greater  amounts  of   their   funds   with   non- insured   and   unregulated 
financial    intermediaries   where   their  needs   for  both   InccM* 
and   convenience   are   simultaneously  satisfied.      Such  a  develo]^ 
ment   would   not   portend   well   for  either   the  overall   safety 
and   soundness  of  our   financial  markets  or  the  maintenance  Of 
an   adequate   flaw  of   funds  to  the   housing   sector. 

The  Hew  England  Experiment 

Finally,  we  think  It  clear  that  interest- bearing 
transaction   accounts  have   proved   themselves.      Tb.*  New 
England   experiment  has  been   a  success,   both   for  depositors 
and    for   financial   Institutions.      The   high  level  of  consuaer 
acceptance  of  NOW  accounts,   which  were   first   introduced   to 
the   public   in  Massachusetts  and   Hew  Hampshire   in   1972,    Is 
evident   in   the  data.      For   instance,    in   early  19T3,    about  75 
savings  banks   in  tlessachusetts  and  Hew  Hampshire  held  approxi- 
mately 44,300   accounts  with  deposits   totalling  $46  nilllon. 
Thereafter,   HOW  account  powers   were  extended   to  the   remaining 
New  England   states.      By  August  19TB,    there  were  nore   than  2 
million  NOW  accounts  with  $3.4   billion   in  deposits   in  New 
England    institutions   for   an   average  balance  of  $1,700.      New 
York  commercial   banks   and   savings  banks   received  authority 
to  offer  NOWs   in  November   197B;    by  early  1979  Hew  York  insti- 
tutions had   well   over  220,000   accounts  with  balances  of  over 
SI   billion. 
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A  final  Heasur*  of  th*  popularity  of  th*  NOH  account  with 
the  cotiBunar  can  b*  found  In  th*  nuHtMr  of  accountB  pMr  UO 
housaholda   for  th«  Haw  England  stat«a.     As  of  Harcb  31|   1979, 
for  example,   th*ra  war*  20.6  NOH  accounts  par  100  bouMholds 
In   Connecticut,    26.6  MOH  accounts  par   100  houaeholda   In 
Maine,  82.2  NC*f  accounts  par  100  bous«bolds  In  Haaaachuaatts, 
79. B    in  Hew  Hampahlre,    11.9   Ih  Rhode   laland,   and    17.9    In 
Vamont. 

While  the  period  folloulng  the   Introduction  of  MOM 
accounts   in  HaBBachusatts  waa  costly  for  dapoaitory  institu- 
tions due    to  conpatitlon,   subsequent  experienea   in   that  atat* 
and   elsewhere    in  New  England   hae  not  resulted    in  a  aarioua 
financial   burden  on  the  offering    Inatitutlone.     Nor  have  the 
ccapetltive   relatlonahlpa  between  conaerclal  banka  and  thrift 
institutions  been  narkadly  altered,     niase  accounts  are  a 
viable  new  banking  service  popular  with  depositors. 

Relationship  to  Other  Ptnancial  Refor»  laauaa 

The  natters  being  considered   today  are  cloaely  related 
to  the  pending  reviews  of  deposit  intereat  rata  controla  on 
tine  and   savings  accounts,    thrift  assat  powers,   end  Padaral 
Reserve  meinbershlp.      It  does  not   follow,   however,    that  all 
these   issues  must  be  resolved   at  once,      tntereat-bearlng 
transaction  accounts  are  an    Important  part  of  the  Adminis- 
tration's   financial   reform  package,    and  we   urge  the   Congress 
to  act  on   the  whole  package   this  year.      Nevertheless,    there 
is  no  reason  why  the  Congress  cannot  choose  to  deal   first 
with   this   issue.      A  rationalisation  of   this  chaotic   area 
will  bring  the  need   for  similar  action  in  other  areas   Into 
even  sharper  relief. 

The  Bill 

H.R.   3864  would  renov*  the  prohibition  against  connercial 
banks  offering   Interest-bearing  denand  accounts  and  would  permit 
savings   institutions  to  offer  demand   accounts.     He   applaud 
this  objective,    and   agree  that   it   la  a   simpler  approach  than 
the  NOH  account  legislation  presently  applicable  to  Hew 
England   and   New  York.      However,    we   Buggest  nationwide  NCM 
accounts    tor    Individuals  and   non-profit  organtiatlons  as 
the  logical  next  step.      It  will  provide  a  more  orderly  transi- 
tion to  a  more  ccmpetltlva  environment.     The  experience   in 
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accounts. 

We   therefore  propose   that  all    insured   depositary   inati- 
tutione  be  authorltea  to  offer  HOW  accounts  (share  drafts 
in   the   case   of  credit  unions).      The   accounts   Initially  shouia 
carry  an   interest   rate   celling  at  the  passbook  rate   for 
commercial   banks  vlth  no  differential   for  savings   Institutions. 
That   is   the  current  arrangement   In  Hew   England.     He   no  longer 
think  —  as  we  did    In  197T   —   that   there   is  a   need   to  begin   the 
HOW  account  ceiling   rate   substantially  lower  than   the  passbook 
rate.      The  phase-In  period   for  cominercial   banks  will  have 
been   accomplished  by  the  process  of  accoinmodatlon   to  the 
automatic   transfer   regulations.      Since   transection  baltmces 
would   represent  new  funds   for  most   savings   Institutions 
outside  of  New  England   and  Hew  York,   NCW  accounts  do  not 
present   for   then  the   risk  of  a   sudden   introduction  of   now 
costs   for   funds  previously  held    in   an   interest-free  deraand 


On  the  other  hand,  we  believe  that  the  regulators  should 
be   free   to  change   the  deposit  rate  ceiling   for  HOH  accounts 
Independently  of   the  ceilings   for  passbooks.      HOH  accounts 
serve   a  quite  different   function   and   have   a  different 
significance   for  monetary  policy.      It  may  be  desirable   to 
establish  a  mechanise   for   fixing   a   uniform  celling.      The 
congress  nay  want   to  consider   the   arrangement  embodied   In 
S.    1664   that   the   four  regulators   with   rate-setting   authority 
fix   the  ceilings   by  majority  vote.      In   the   event  of   a   tie, 
the   Federal   Reserve  could   cast   the  deciding  vote. 

The  introduction  of  NOW  accounts  involves  an  eicpense  for 
depository  institutions  that  will  coincide  with  added  costs 
associated  with  phasing  out  deposit  rate  ceilings.  To  ease 
the  expense,  we  would  restrict  NOW  accounts  Initially  to 
Individuals  and  non-profit  organizations.  Since  businesses 
are  the  major  demand  account  holders,  this  approach  should 
limit   transition  costs. 

All  depository   institutions   should   be   subject  to   reserve 
requirements  on  NOW  accounts   fixed  by  the   Federal   Reserve 
with  a  view   to  competitive  equality  and   sound  nanagenent 
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of  >on«tBry  policy.     In  prinetpla,  ttCM  accounts  should  b« 
treated  as  deaand  deposits  for  reserve  purposes.     Pending 
a  brooder  resolution  o£   the  questions  surrounding   Federal 
Reserve  menbership,   we  would   not  object  to  nonnsmber   institu- 
tions maintaining  their   reserves  at  a  Federal   Hone   Loan 
Bank,   the   FDIC  or   the  National   Credit  Union  Board,   as   the 
case  may  be,    to  preserve   their  regulatory  relatlonehipa . 
Those  regulators  would,   in  turn,  pass  the  reserves  throogb 
to  the  Federal  Reserve. 

Mhlle  these  matters  would  be  better  dealt  with  In  the 
context  of  a  broader  settlement  of  the  Federal  Reserve  msaber- 
shlp  question,  we  do  not  think  the  HON  account  legislation 
need  be  delayed  If  agreement  cannot  be  reached  on  the  meaber- 
ship  issue.  Kany  financial  reforms  will  affect  the  cost  of 
doing  business  foe  banks,  and  in  our  view  this  bill  should 
not  be  held  up  for  that  reason. 


Mr.    Chairman,    that  concludes  my  formal    testimony,     I 
would  be  pleased  to  answer  any  questions  tba  Subcoamittee 
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Chairman  St  Germain.  Thank  you,  Secretary  Carswell.  I  must  say 
that  your  comments  toward  the  end  concerning  the  phasing  in  of 
reserve  requirements  is  very  constructive,  because  I  view  that  as  prob- 
ably one  of  the  issues  that  may  give  us  a  little  problem  here. 

ft  therefore  assists  us  in  reaching  early  decision  on  this  priding 
legislation. 

Now,  though  I  understand  the  argument  between  sterile  and  n<Hi- 
sterile  reserves,  I  have  always  had  a  great  deal  of  difficulty  with,  not 
the  problem  as  this  states,  but  rather  the  stubbornness  of  tne  Federal 
Reserve  concerning  the  locus  or  the  repository  for  the  reserves.  And 
I  was  happy  to  hear  your  comment  just  now,  that  in  fact  the  Treasaiy 
feels  they  could  be  held  at  the  Federal  Home  Loan  Bank  Board,  tlie 
FDIC,  and  the  NCUA. 

Now,  in  1975,  when  we  last  sought  to  authorize  NOW  accountfl, 
that  was  one  of  our  big  problems.  Would  you  care  to  expand  on  this 
area  a  little  more  for  us,  because  I  think  that  would  be  very  helpful 
for  tiie  record,  and  for  our  deliberations  and  markup. 

Mr.  Carswell.  There  are  a  complex  of  questions  that  relate  to 
reserve  requirements  and  NOW  accounts,  and  I  guess  the  first  one  is 
whether  ttiey  ought  to  be  treated  as  demand  deposits,  or  whether  they 
ought  to  be  treated  as  savings  accounts. 

They  are  obviously  somewhat  of  a  hybrid.  I  think  our  view  is  that 
if  one  tries  to  rationalize  monetary  policy,  inevitably  the  NOW  account 
drifts  into  the  demand  deposit  area.  And  it  is  more  rational  to  treat 
it  as  a  demand  deposit  for  reserve  purposes.  If  you  dont  do  that, 
sooner  or  later,  the  control  of  monetary  pohcy  will  be  infinitely  ccan- 
plicated  by  people  going  back  and  forth— banks  going  back  and  forth 
with  different  types  of  arrangements.  So  I  think  we  ought  to  head  that 
off  and  probably  face  up  to  it  now,  that  it  is  a  demand  deposit,  or 
should  be  a  demand  deposit,  for  reserve  purposes,  which  it  is  not 
under  the  present  definitions. 

However,  no  matter  how  that  comes  out,  then  you  still  have  the  next 
set  of  problems  which  is,  who  keeps  the  reserves  wherel  and  who 
ought  to  keep  reserves  ?  I  think  a-s  a  matter  of  competitive  equity,  any 
institution  that  offers  the  same  account  ought  to  be  treated  the  same 
way.  And  therefore,  since  we  are  starting  from  scratch,  we  dont  have 
grandfather  problems,  and  we  ought  to  start  off  with  everybody  being 
treat.ed  the  same  way  as  far  as  re.serves  are  concerned. 

It  is  less  important  meoiianicallv.  where  they  keep  those  reserves. 
In  my  view,  if  the  regulatory  relationship  with  the  institution  is  with 
the  Federal  Home  T^oan  Bank  Board,  there  doesn't  seem  to  be  any 
particular  rta.son  to  have  the  Federal  Reserve  intrude  in  tiiat  process. 
Hence.  I  would  see  no  problem  with  a  savings  and  loan  institution 
kpe>i>infr  its  n\'?er\'os  with  the  Fe<leral  Home  Txiaii  Bank  Board,  and  the 
Federal  Home  Loan  Bank  Board  could  simply  pass  it  through  to  the 
Fed  on  a  gross  basis. 

I  think  that,  gent'rallv.  is  where  we  are  on  the  subiect.  Now,  there  are 
infinitp  variations  possible  in  this,  and  I  am  sure  they  will  all  be  dis- 
cus.sed.  and  I  don't  think  there  is  any  really  right  answer. 

Chairman  St  Gehmain.  By  the  same  token,  would  you  agree  that  the 
more  imiMirtant  subject  for  us  to  address  and  to  keep  in  mind  is  the  fact 
that  come  the  first  of  next  year  there  will  be  a  lot  of  disenfranchised 
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people.  Second,  if  we  dont  act,  we  are  missing;  a  golden  opportunity  to 
at  long  last  face  up  to  reality,  as  to  providing  an  instrument  to  the 
consumer. 

In  your  testimony,  you  support  the  national  NOW  account.  I  am 
suie  you  realize— I  would  have  really  appreciated,  had  you  setn  fit  to 
go  one  st^p  further  and  support  the  simple  uncomplicated  mariner  in 
which  I  orginally  thought  to  deal  with  this,  by  just  removing  the  anti- 
quiited  stiitutory  prohibition.  But,  that  being  as  it  may,  still  I  think  you 
agree  with  myself — and  I  hope  the  majority  of  this  subcommittee  and 
the  full  committee — that  we  must  act  in  a  prompt  and  expeditious  man- 
ner, and  not  become  bogged  down  on  the  locus  of  the  reserves,  as  to 
where  they  are  to  be  kept. 

Since  you  state  in  your  testimony  that  there  should  be  an  orderly 
transition  toward  the  gradual  or  eventual  elimination  of  the  prohibi- 
tion of  the  payment  of  interest  on  demand  deposits,  would  it  be  ad- 
visable—or do  you  have  any  advice  as  to  when  this  might  occur  ?  And 
should  we  perhaps  put  a  1-year  period  in  here,  and  include  it  in  legis- 
lation, because  I  over  the  years  have  heard  the  phrase  "an  orderly 
transition,"'  when  the  ideal  conditions  prevail.  But  over  the  years  it  ha^ 
been  that  same  statement  time  and  time  and  time  again.  And  the  ideal 
conditions  for  the  orderly  transition  just  never  seem  to — the  shade 
never  rises,  the  sun  never  shines. 

So  don't  you  think,  or  would  you  feel  that  perhaps  it  would  be  help- 
ful to  let  the  world  at  large  know — the  financial  community,  that  is — 
that  the  transition  is  indeed  occurring. 

Mr.  Carswei.l,  Yes,  I  agree  that  one  ought  to  face  up  to  the  chronol- 
ogy of  this  transition.  I  think  part  of  the  problem  is  we  don't  really 
know  when  Congress  is  going  to  act,  and  we  don't  really  know  what 
Congress  will  do — if  H.E,  SSM  is  the  decision  ultimately  and  therefore 
banks  and  e^-ery  other  institution  can  offer  a  checking  account.  That  is 
going  to  require  a  fair  amount  of  advance  planning  for  a  lot  of  institu- 
tions. So  T  don't  suppose  you  could  put  it  into  effect  right  away.  Par- 
ticularly if  the  Congress  doesn't  act  until  November. 

The  same  thing  is  true — to  a  somewhat  lesser  degree — in  the  NOW 
accounts  area.  Again,  banks  and  other  institutions  ought  to  have  some 
chance  to  plan  to  put  it  in.  On  the  other  hand,  obviously  the  transaction 

accounts  are  already  there,  so 

Chairman  St  Germain.  As  well  as  sharp  drafts. 
Mr.  Cabswei-l.  Right.  All  of  those,  it  seems  to  me.  ought  to  continue 
to  ride  along,  no  matter  how  it  ultimately  comes  out  for  the  others. 

As  for  the  right  period,  if  the  Congress  were  willing  to  act  today  on 
our  NOW  account  suggestion,  I  would  think  December  31  would  prob- 
ably give  them  enongh  time  to  get  ready.  But  obviously  the  Congress  is 
not  going  to  act  today.  So  I  think  as  you  go  along,  you  are  going  to 
have  to  adjust  that  transition  date,  but  the  sooner  the  better. 

Chairman  St  Germain.  Well,  what  we  could  do  is  tie  it  to  a  fixed 
time,  subsequent  to  final  enactment  of  the  legislation. 

Mr.  CABewTi,!,.  I  would  think  that  is  probably  a  way  out. 
Chainnan  St  Germain.  And  what  would  your  opinion  be  as  to  a 
time  element? 

Mr.  CAR8weT.L.  It  would  seem  to  me  6  months  to  1  year  would  be 
ample. 
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Chairman  St  Germain.  Well,  that  is  very  helpful.  I  think  my  6 
minutes  has  expired.  Mr.  Hanley  ? 

Mr.  Hanley.  Thank  you,  Mr.  Chairman.  I  simply  want  to  commend 
the  Secretary  for  his  fine  statement.  I  personally  am  delighted  with 
your  support  for  H,R.  3864  and  I  just  interpret  what  you  say  as  your 
not  having  any  reservations  about  the  possibility  of  any  negative 
ramifications  at  all, 

Is  that  a  fairly  accurate  interpretation  ? 

Mr.  Carsweij,.  Yes.  I  think  that  the  general  thrust  of  H,R,  3864  is 
completely  consistent  with  the  President's  program. 

Mr.  Hanley,  Thank  you  very  much,  Mr.  Secretary,  and  thank  you, 
Mr.  Chairman. 

Chairman  St  Germain.  Would  the  gentleman  yield  t 

Mr.  Hanley.  I  would  be  delighted  to  yield. 

Chairman  St  Germain.  I  just  want  to  make  sure,  in  my  question  to 
you  about  the  orderly  transition,  I  was  talking  about  this  relative  to 
the  removal  of  the  statutory  prohibition  against  the  payment  of  inter- 
est on  checking  accounts.  My  thought  in  that  question  was  that  the 
legislation  that  would  authorize  national  XOW  accounts,  transaction 
accoimts.  share  draft  accoimts,  would  go  into  effect  immediately  up<xi 
its  adoption.  Or  as  of  December  31st  of  this  year,  and  then  there  would 
bo  the  subsequent  fi-month  to  1-year  period  for  the  removal  of  the  statu- 
tory prohibition  against  the  payment  of  interest  on  demand  deposits 
or  checking  accounts.  Was  that  your  understanding  ? 

Mr.  Carswei.l.  That  was  ray  understanding  of  what  you  were  saying, 
yes. 

Chairman  St  Germain.  I  thank  the  gentleman  for  yielding.  Mr. 
Wylie? 

Mr.  Carsweli„  Mr.  Chairman,  just  let  me  make  it  clear.  The  ad- 
ministration recommendation  wa,s  to  do  XOW  accounts,  rather  than 
the  interest  on  demand  deposits.  I  think  the  6  months  to  1  year  is  ample 
for  that. 

I  gues-s  we  really  haven't  considered  the  major  difference,  I  suppose, 
between  H.R,  SRfii  and  NOW  accoimts  which  is  that  it  would  be  made 
applicable  to  business  and  that  would  mean  that  the  whole  banking 
system  ultimately  would  end  up  in  the  same  position. 

I  would  still  think  tliat  1  year  ought  to  give  everybody  enooi^h 
chance,  but  I  don't  know  that  we  have  all  worked  through, nor  ha^  the 
bankers,  as  T  imderstood  it.  worked  throuch  the  idea  of  wh«t  the  truisi- 
tion  would  be  on  that.  They  have  been  thinking  about  NOW  accoonts 
for  a  long  time. 

Chairman  St  Germain.  Quite  a  few  witnesses  have  testified  in  op- 
position to  the  granting  of  these  powers  to  interest-paying  demmd 
deposit  accounts  to  corporations,  to  busines.ses,  I  am  sorry  I  did  not 
bring  that  out.  I  am  glad  that  yon  brought  it  out.  Very  frankly,  I  dont 
think  I  would  vehemently  oppo,"*  an  amendment  to  delay  that  for,  say. 
a  2-ycar  periorl,  as  has  been  suggested.  So  wo  would  have  our  1-year 
period  for  the  removal  of  the  statutory  prohibition  on  the  payment  of 
intei-est  on  dpmnnd  donosifs.  1  venr  after  enactment. 

That  would  provide  for  plenty  of  time  for  these  institntions  to 
prepare,  and  this  would  be  for  individuals  and  charitable  organiz»- 
tions,  and  then  a  2-year  period,  after  n  2-year  period  then  they  conld 
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provide  the  same  services  to  businesses  and  corporations.  Because  in 
essence  I  think  we  both  agree  that  the  large  corporations  that  have 
the  large  demand  deposit  accounts  get  a  little  something  in  return. 

Mr,  Carhwell.  It  is  irrelevant  to  many  of  them,  but  I  just  dont 
know  what  is  involved  in  that  area.  We  haven't  looked  at  that  frcsn 
a  standpoint  of  transition. 

Chairman  St  Germain.  I  appreciate  the  indulgence  of  my  fellow 
members  here,  but  I  think  it  is  miportant  to  get  your  opinion  in  this 
area — because  things  seem  to  be  falling  into  place.  Once  again,  it  is 
a  delightful  experience  working  with  you.  Mr.  Wylie? 

Mr.  Wtue,  Thank  you  very  much,  Mr,  Chairman,  and  I  would  echo 
the  sentiments  of  my  friend  from  New  York,  who  said  you  made  an 
excellent  statement.  You  certainly  have  come  out  with  some  very 
positive  viewpoints,  which  we  all  appreciate. 

The  chairman,  in  his  opening  statement,  indicated  that  we  have 
identified  the  issue,  and  made  a  rather  positive  statement  as  to  where 
he  is  coming  out.  I  wish  I  could  be  as  positive  in  my  own  thinking, 
but  I  need  to  do  a  little  more  listening.  Imay  be  moving  in  that  direc- 
tion, but  to  say  that  he  is  in  favor  of  interest-bearing  checking  accounts 
isn't  quite  accurate.  Mr.  Campbell  who  represents  the  independent 
bankers,  was  here  yesterday  and  they  are  very  apprehenave  about 
this.  They  feel  like  they  will  be  drawn  up  into  a  whole  new  world 
of  technology  with  which  they  will  be  unable  to  cope,  and  that  maybe 
in  the  process,  they  will  be  taken  over  by  larger  ^nancial  institutions. 

He  also  said,  yesterday,  that  consumers  prefer — and  I  think  this 
is  almost  a  quote  from  his  testimony — implicit  interest  on  their  trans- 
action accounts  to  explicit  interest,  because  the  latter  is  taxable  while 
the  former  is  not. 

As  a  member  of  the  administration's  financial  management  team, 
do  you  have  any  comments  about  the  contributions  of  implicit  inter- 
est through  the  subterranean  economy  f 

Mr.  Carswell.  Well,  you  have  asked  a  broad  question  on  the  interest. 
I  don't  know  how  broadly  you  want  me  to  answer  it. 

Obviously,  the  Treasury  Department  for  years  has  had  a  problem 
with  the  failure  of  some  taxpayers  to  report  interest  from  a  variety 
of  sources,  and  there  has  been  the  debate  for  15  years  as  to  whether 
therefore  one  ought  to  have  withholding  on  interest,  or  whether  one 
ought  to  have  information  returns,  which  we  now  do. 

But  everybody  recognizes  the  information  return  doesnt  work  out 
too  welt,  because  they  are  sometimes  inaccurate,  and,  in  any  event, 
they  come  in,  in  such  huge  volume  that  the  IBS  has  problems  in 
processing  them.  And  then  when  they  do  process  them,  they  may  find 
that  interest  of  $10  is  not  reported  and  it  costs  more  to  try  to  collect 
the  $10  than  it  would  to  forget  it.  And  so  on. 

So  this  is  an  area  that  unquestionably  contributes,  as  you  say,  to 
the  subterranean  economy,  in  that  it  is  income  that — in  some  measure 
at  least — is  not  accurately  reported,  and  hence  not  accurately  taxed. 
I  don't  know  that  this  would — that  the  movement  toward  interest- 
bearing  checking  accounts  or  NOW  accounts  will  change  that, 
particularly. 

It  is  a  problem  that  exists  today,  and  it  will  exist  under  any  new 
system  as  well.  I  dont  know  what  more  I  can  say  about  it,  the  sub- 
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terraoean  aspect.  As  to  whether  a  depositor  will  or  will  not  be  dis- 
advantaged 67  a  new  pattern,  I  guess  that  depends  in  part  on  the  fcnm 
in  which  it  is  offered  by  the  institutifm. 

Mr,  WrLiE.  I  think  it  was  a  twofold  observation  that  he  was  making. 
I  think  what  he  was  saying  is  that  now  we  can  compete  with  the  big 
bank  down  the  street,  because  we  can  offer  toasters  or  televisicHi  sets 
or  that  sort  of  thinp,  and  the  customer  doesn't  really  have  to  pay  any 
taxes  on  that.  But  if  we  have  to  compete  with  them,  to  pay  intereBt, 
tiien  they  do  have  to  pay  taxes  on  it,  and  besides,  the  big  banks  that 
have  a  competitive  advantage  over  us.  Furthermore,  there  is  a  tech- 
nology here  that  the  big  bfmks  are  into,  which  we  cant  get  into  all 
that  tasL 

How  do  you  respond  to  that  i 

Mr.  Carswell.  I  think  the  chairman's  response  to  that  is  probably 
the  short  answer.  All  of  that  has  happened  in  New  England,  and  did 
not  prove  out  that  way.  It  is  clear  enough  from  the  New  England 
experiment.  I  believe  Mr.  Campbell  is  right  in  some  areas  he  is  testi- 
fying  about.  But  he  can't  be  testifying  about  New  England,  because 
3  million  people  went  the  other  way. 

So  there  clearly  is  a  consumer  demand  for  this  type  of  account, 

Mr.  Wtlie.  The  small  banker  in  the  small  community  would  josC 
have toget with  it, then ? 

Mr.  C^KswELL.  They  will  have  to  learn  to  compete. 

Mr,  Wtue.  He  will  have  to  understand  that  he  will  have  to  catdi 
up;  is  that  right! 

Mr.  Cabswell.  Well,  that  is  what  they  have  been  able  to  do  in  New 
England,  and  I  don't  see  any  particular  reason  why  the  bankers  in 
the  Middle  West  aren't  going  to  be  just  as  innovative  as  Qia  small 
banker  in  New  England. 

Chairman  St  Germain.  We  have  small  banks. 

Mr.  WixiE,  You,  on  page  1  of  your  statement,  said  that  the  Pred- 
dent  would  outline  a  message  to  Congress,  a  broad  legislative  program 
to  promote  fairness  to  small  savers.  We  have  touched  on  t^  some. 
Has  the  administration  submitted  a  package  yet,  of  its  pnqtoaal  in 
thisrespectt 

Or  is  that  in  substance  the  St  Germain  bill ! 

Mr.  Carswell.  It  has  not  submitted  its  detailed  package.  We  hope 
that  will  go  up  in  the  next  week  or  two.  The  chairman  su£s;eeted  tut 
the  testimony  today  be  limited  to  this  issue,  and  hence,  we  agreed  that 
this  would  not  be  an  appropriate  time  to  submit  that  full  package, 
because  it  would  open  up  a  whole  lot  of  other  issues  that  I  think  the 
chairman  felt  were  not  particularly  relevuit  to  what  he  wanted  to  do 
here. 

Mr.  Wtlde.  On  page  5,  you  state,  "NOW  accounts  initially  shoold 
carry  an  interest  rate  ceiling  at  the  passbook  rate  for  commercial  banks, 
with  no  differential  for  savintrs  institutions.  On  the  other  hand,  we 
believe  that  regulators  should  be  free  to  change  the  deposit  rates." 
Are  you  suggesting  that  the  coordinating  committee  should  rerise  ita 
regulations  to  equalize  NOW  account  rates  ? 

Mr.  Carswell,  This  is  again  one  of  those 

Mr.  Wtlie,  Vis-a-vis  pa.ssbook  accounts. 

Mr.  CARSWEt.L.  This  is  one  of  those  technical  issues.  When  we  got 
into  tills,  2  years  ago,  obviously  there  was  a  problem  as  to  how  to  get 
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this  rate  uniform.  The  coordinating  committee  operates  on  a  consensus 
basis.  In  effect,  it  can't  go  forwam  if  one  of  the  group  does  not  H.gree. 
And  that  could  hang  up — they  have  been  very  able  to  work  together 
over  the  last  2  years,  out  I  suppose  in  the  future  they  could  bane  up. 

If  they  did  hang  up,  you  might  have  an  undesirabfe  freeze  on  the  rate 
when  a  change  was  necessary,  and  hence,  we  and  others  suggested  that 
some  kind  of  a  system  of  voting,  that  would  be  sure,  that  a  consistent 
rate  was  able  to  be  fixed  at  any  given  time,  be  included  in  the  bill. 

It  is  not  essential.  The  consensual  business  has  worked,  so  far,  reason- 
ably well.  And  I  suppose  if  it  hung  up  in  the  future,  the  Congress  could 
change  it  then. 
Mr,  Wtlie.  Thank  you  very  much. 

Chairman  St  Germain.  Secretary  Carswell,  we  want  to  express  our 
deep  appreciation  to  you.  I  have  no  further  questions.  It  would  be  folly 
for  me  to  go  any  further. 

Mr.  Carswell.  I  appreciate  the  opportunity  to  be  here,  Mr.  Chair- 
man, as  always. 

Chairman  St  Germain,  The  reason  we  have  to  cut  it  short  is  because 
of  this  vote.  The  subcommittee  will  be  in  recess  for  approximately  10 
minutes,  and  it  will  return  here  for  the  other  two  witnesses. 
[Recess.] 

Chairman  St  Germain.  The  subcommittee  will  come  to  order. 
The  next  witnesses  are  John  F.  Fisher,  senior  vice  president.  First 
Bank  Group,  Columbus,  Ohio;  and  John  E.  Lydick,  president,  TMS 
Corp.  of  the  Americas  Inc.,  Lincoln,  Neb.  At  this  point  I  would  ask  our 
colleague,  Mr.  Cavanaugh  from  Nebraska  to  do  the  honors  in  welcom- 
ing Mr.  Lydick,  in  view  of  the  fact  that  he  does  have — an  amendment 
that  he  must  be  on  the  floor  for.  And  then  I  will  call  on  Mr.  Wylie  to 
introduce  Mr,  Fisher. 

Mr.  Cavanaugh.  Thank  you,  Mr.  Chairman.  I  do  want  to  introduce 
John  E.  Lydick  to  the  subcommittee  and  commend  him  to  you.  He  is 
president  of  TMS  Corp.  of  the  Americas  in  Lincoln  and  has  been  in 
the  forefront  in  the  development  of  electronic  funds  transfer  products 
and  services,  and  I  think  he  is  one  of  the  most  innovative  and  creative 
individuals  in  the  field,  in  the  country.  I  am  pleased  that  he  is  able  to 
be  with  us  today,  and  grateful  to  the  chairman  for  extending  him  the 
courtesy  to  appear  before  the  Banking  Committee,  and  I  am  confident 
that  his  testimonv  and  contribution  to  the  committee  will  significantly 
increase  our  ability  to  deal  with  the  complex  issues  before  the  commit- 
tee, in  a  more  comprehensive  fashion. 

I  thank  Mr.  Lydick  for  being  here  and  thank  you  for  allowing  me  to 
be  here. 

Chairman  St  Germain.  While  I  would  state  to  my  colleague  that 
going  back  to  the  early  days  of  EFTS  I  think  Mr.  Lydick  was  aware  of 
the  fact  that  we  are  very  familiar  with  him  and  his  accomplishments, 
and  share  vour  admiration. 
Mr.  Wylie? 

Mr.  Wtue.  Thank  you  very  much,  Mr.  Chairman,  for  this  privilege. 
It  is  a  great  pleasure  for  me  to  again  welcome  to  the  halls  of  Congress 
mv  good  friend  John  F.  Fisher,  who  is  senior  vice  president  of  the 
First  Banc  Group  of  Ohio,  which  is  headquartered  in  Columbus,  in  my 
district.  I  say  welcome  again,  because  Mr.  Fisher  appeared  before  the 
Subcommittee  on  Consumer  Affairs,  of  which  I  was  ranking  Repub- 
lican before  this  term. 
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As  I  mentioned,  Mr.  Fisher  is  senior  vice  president  of  First  I^nc 
Group,  the  lend  bank,  the  City  Xational  Bank,  which  was  pioneeretl  in 
the  development.  Mr.  Chairnian.  of  transaction  accounts.  And  they 
have  n?ally  put  on  a  big  advertisinjr  campaign,  which  I  understand  has 
been  rather  successful,  and  I  am  sm-e  that  Mr.  Fisher  will  comment  on 
that. 

liut  moreover,  the  deniograpliics  of  Columbus,  Ohio,  and  of  the  dis- 
trict I  I'epresent  make  it  an  almost  perfect  microcosm  of  the  United 
States,  Columbus  is  regarded  as  one  of  tlie  test  cities  or  test  market 
areas  of  the  L'nitcd  States.  So  I  tliink  Mr,  Fisher  can  help  us  gain  a 
better  jwi-spectivu  on  the  possible  impact  of  paying  interest  on  trans- 
action accounts,  and,  as  I  mentioned  bef oi-c,  the  major  financial  institu- 
tions in  Columbu.s  do  not  necessarily  agi-ee  on  the  merits  of 
interest-bearing  tmnsaction  accounts.  I  am  hoping  that  Mr.  Fisher's 
participation  can  help  us  retonciie  the  conflicting  views,  and  maybe 
Iielp  me  to  determine  mv  own  position  as  we  proceed  to  the  markup 
of  the  bill. 

Tliank  you  very  much. 

Chairman  St  Germaix.  Thank  you,  Mr.  Wjiie,  and  I  don't  think  the 
chair  can  add  anything  further  to  the  glowmg  introductions;  there- 
fore, that  being  the  case,  we  shall  proceed  to  hear  the  test  imony  of  our 
witnesses.  Mr.  Fislier,  you  are  listed  first. 

STATEMENT  OF  JOHN  F.  HSHEB,  SENIOB  VICE  FBESIDEBT,  TIB8T 
BANC  OROUF,  COLUUBTJS,  OHIO 

Mr.  FisnEit.  Tliank  you  very  nmch,  Mr.  Chaimian  and  Mr.  Wylie 
and  membei-s  of  the  siibcommittee.  1  appreciate  the  opportunity  to 
pn'sent  the  views  of  First  Banc  Group  and  its  affiliate  banks  to  this  im- 
portant b(«ly.  Our  holding  company  consists  of  IR  Ohio  banks,  oper- 
ating l(i')  branches.  We  have  resources  of  about  $2,2  billion.  "We  salute 
vonr  elfoi-ts  and  fullv  support  the  broad  position  advanced  by  H.R. 

On  other  occasicms.  I  have  had  to  visit  Washington.  I  have  recalled 
my  fii-st  tri|)  liere.  It  was  in  lOI'.f..  I  was  with  my  father  and  my  uncle  in 
a  ^I(K^el  T  Ford.  Vou  may  i-emember  those  days.  They  had  three  pedals 
on  the  lioor.  ami  the  gas,  and  the  spark  on  the  steering  wheel.  You  also 
may  remember  li)3fi  was  Hie  opening  year  of  the  Pennsylvania  Turn- 
pike. Its  fii^t  section,  which  we  drove  on  that  original  trip  of  mine  to 
this  city,  stivtched  s<»me  1.10  miles  from  Irwin  to  Carlisle.  That  four- 
lane  divided  highway  later  spawned  the  .')0,l>00  miles  of  superliighway 
system  that  today  links  our  Nation. 

I  cite  this  moment  of  nostalgia  to  the  subcommittee  not  to  indulge 
my  fond  memories,  but  in  the  hope  that  you  will  visualize  and  remem- 
ber this  pcriotl  in  our  Nation's  liistorj'  with  me.  I  ask  jou  to  rectal 
those  days  now.  The  Great  Depression  was  ending,  important  politi- 
cal changes  were  taking  place  in  the  city,  and  as  a  consequence,  in 
our  Xiititm.  A  sinister  thtvut  to  our  futuix'  was  forming  in  Europe. 
I  also  ask  you  to  remember  that  this  Model  T  period  gave  birth  to 
todav's  checking  account — (commercial  banking's  most  important  prod- 
uct. It  was  Ikuti  40  years  ago.  During  this  almost  half-centnry,  eveiy- 
thing  in  our  society  has  changed  dramatically,  except  the  checking 
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account.  It  has  not  kept  pace.  It  is  still  a  three-pedals-on-the-floor  type 
service,  clearly  as  out  of  step  in  today's  marketplace  as  wooden  steer- 
ing wheels  were  on  the  Model  T,  We  ask  that  it  be  changed. 

The  financial  industry  needs  to  be  released  of  the  1932  shackles  that 
restrict — that  is  really  not  strong  enough — that  forbid  the  commercial 
banking  industry  from  designing  and  delivering  the  type  of  modem 
service  demanded  by  today's  marketplace.  These  restrictions  have  re- 
sulted in  a  payment  system  that  no  longer  serves  the  needs  of  the 
consumer.  The  checking  accounts— the  basic  method  by  which  society 
handles  its  family  financing — is  dying. 

The  certain  atrophy  of  this  vital  service  is  being  encouraged  by 
outdated  legislation  at  the  great  expense  and  inconvenience  of  the 
consumer.  In  order  to  modernize  their  banking  services  and  earn  at 
least  a  meager  interest  on  a  transaction  account,  the  average  consumer 
today  must  either  keep  separate  deposits  in  separate  accounts,  often  in 
separate  financial  organizations,  or,  transfer  funds  between  checking 
and  savings  accoimfs — generally,  by  telephone — to  one  organization, 
causing  a  manual  transfer  from  another  financial  organization,  or, 
use  an  automatic  banking  machine  to  withdraw  cash  from  a  savings 
account,  or  to  transfer  funds  to  a  cliecking  account  from  a  savings 
account  in  order  to  force  a  linkage  between  the  two  accounts,  and  thus 
earn  daily  interest  on  the  idle  funds.  Or,  given  a  higher  degree  of 
sophistication,  the  customer  does  have  the  option  of  investing  funds  in 
a  money  market  fund,  withdrawing  on  demand  via  a  draft,  which  is 
cleared  tlirough  the  routine  check  clearing  system.  Or,  opening  a  cash 
management  account  with  Merrill  Lynui,  that  encourages  a  linkage 
between  a  transaction  account  and  the  brokerage  account,  permitting 
a  customer  to  earn  interest  or  borrow  through  the  transaction  side 
of  that  service. 

Now,  these  circumvent! ve  and  inconvenient  plans  have  been  invented 
to  fill  tlie  marketplace  need  created  by  the  wooden  steering  wheel 
checking  accoimt.  Consumers  are  forced  into  an  inconvenient  arrange- 
ment in  order  to  improve  their  lot.  True,  because  of  the  value  of  the 
cliecking  account  as  the  basic  payment  srvstem.  Consumers  are  willing 
to  accept  some  inconvenience  and  some  nnancial  loss  by  keeping  non- 
interest  funds  in  a  checking  account.  But,  when  the  inflation  rate  hits 
double-digit,  or  a  convenient  alternative  is  created,  the  checking  ac- 
count becomes  a  disservice. 

We  should  be  enhancing  the  checking  account,  particularly  in  face 
of  the  recent  improvements  in  the  savings  account.  I  am  referring 
obviously  to  the  passbook  rate  increases  and  the  new  forms  of  savings 
certificates  permitted  through  recent  Federal  regulatory  change. 

As  these  consumer  services  are  improved,  the  transaction  account 
further  shrinks  in  value,  relatively.  Should  this  disparity  continue,  the 
consumer  will  have  to  search  for  even  more  circumventive  plans  to 
gain  needed  service,  and  interest-earning  transaction  accounts,  at  the 
further  expense  of  the  checking  system. 

I  tliink  the  best  demonstration  of  this  important  change  can  be  seen 
in  a  comparison  between  the  deposits  in  checking  and  savings  accounts, 
tlu'  nitio  Itetween  demand  and  time  deposits  today.  When  I  joined  my 
bank  in  1960,  64  percent  of  the  deposits  were  in  checking.  Today,  thirt 
as  dwindled  to  3R  percent.  While  there  are  many  factors  that  have 
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inflnenced  this,  mv  point  to  the  subcommittee  is  that  the  basic  tauu- 
action  account  is  shnnkiiig  in  value  in  the  marketplace  due,  primarify, 
to  its  disservice  to  the  consumer. 

My  comments  to  jou  to  this  point  have  dealt  really  with  the  dxectdns 
account  and  commercial  banking.  Your  proposed  legislation  would 
extend  transaction  services  to  other  financial  organizations.  We  accept 
that  position.  We  believe  that  it  clearly  supports  tha  competitive 
atmosphere  needed  in  the  financial  industry.  We  only  ask  to  be  treated 
equally  among  other  providers  regarding  a  price  differential  and 
equality  of  reserve  requirements. 

We  also  would  hope  that  the  transaction  service  be  as  nnemcumbered 
by  legislation  and  regulation  as  is  prudent, 

Now  saying  we  are  supportive  of  a.  «»npetitive  environment  is  one 
thing.  Dranonstrating  it  is  something  else.  Let  me  do  tliat  A  trans- 
action account  of  soi^  is  available  to  savings  and  loans,  credit  unions, 
finance  companies,  even  Merrill  Lynch  today,  outside  your  proposed 
legislation.  I  am  referring  to  the  plastic  card  accessing  either  »  credit 
of  a  debit  account.  Our  lead  bank,  Cit?  Xational  Bank  in  ColoRdniB 
is  a  national  processor  of  the  Visa  service,  and  currently  is  tJie  largest 
processor  in  the  United  States  for  credit  imions,  savings  and  loans, 
finance  companies,  and  Merrill  L3mch.  We  have  been  instrumental  in 
gaining  access  to  the  Visa  system  for  these  nonbank  issuers,  some  of 
which  are  direct  competitors  in  our  marketplace.  So  we  do  practice  the 
management  philosophy  of  encouraging  competition. 

Finally,  let  me  support  our  position  by  citing  the  experience  of  oar 
banks  with  the  automatic  transfer  account.  Since  initiated  on  Novem- 
ber 1  of  last  year,  we  currently  have  about  7,500  customers  using  the 
service.  That  represents  about  10  percent  of  our  total  checking  aocoimt 
base.  We  have  paid  slightly  over  $1  million  in  interest,  to  date,  to 
these  customers,  and  their  average  balances  now  total  over  $60  million. 

We  invented,  and  have  promoted  the  service  as  the  zero  balance 
checking  account.  'So  funds  are  carried  in  the  checking  account.  They 
are  all  carried  in  the  savings  account,  permitting  customers,  obviously, 
through  the  zero  balance  route,  to  combine  their  checking  and  savings 
to  earn  interest  on  all  of  the  money  they  have  in  the  bank. 

We  have  taken  this  position  because  of  our  belief  that  the  checking 
account  must  be  improved  through  the  increased  convenience  of  a  com- 
bined aocoimt  that  both  earns  interest  on  idle  funds  and  permits  bill- 
paving  activity. 

Specifically,  wc  urge  this  subcommittee  to  persevere  in  preminit  for- 
ward witli  legislation  that  will  grant  financial  organizations  the  abilitv 
to  provide  interest -earning  transaction  accounts.  We  believe  the  experi- 
ence in  your  Xew  England.  Conjrressman.  would  urge  national  NOW 
accounts  as  the  best  solution,  since  it  would  permit  all  to  compete 
equally  in  the  marketplace,  while  merely  granting  interest  payment  on 
checking  balances  will  freeze  funds  in  the  commercial  banking  indua- 
trv'.  not  making  them  competitively  available  to  others. 

It  will  also  allow  greater  choice  to  both  the  consumer  and  the  finan- 
cial industry.  As  an  example,  some  savings  and  loans  may  choose  not  to 
enter  the  transaction  market.  If  so,  they  should  retain  the  special  pur- 
pose accounts  tliey  have  today,  including  the  price,  differential  in  that 
case.  It  would  also  permit  a  phasing  in  of  a  significant  additional  cort 
of  operation  and  therefore  aid  in  the  justification  of  this  \*ital  chan|^. 
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We  salute  your  efiForts,  and  believe  that  they  will  prove  to  be  as  note- 
worthy as  those  visionaries  that  dreamed  and  designed  and  imple- 
mented that  first  section  of  the  Pennsylvania  Turnpike,  that  eventually 
guided  our  Nation  into  the  transportation  system  of  today. 

Please  eliminate  our  model  T  so  that  we  can  better  meet  the  needs  of 
today,  and  tomorrow,  of  our  customers.  Thank  you  very  much. 

Chairman  St  Germain,  Thank  you,  Mr,  Fisher. 

Obviously,  I  am  very  fateful  for  your  testimony  and  I  will  do  my 
utmost  to  update  the  model  T  into  the  modem  vehicle  that  is  necessary 
for  today's  purposes. 

Now  we  will  near  from  Mr.  Lydick.  We  will  put  your  entire  state- 
ment in  the  record  and  you  may  proceed. 

STATEMENT  OF  JOHN  £.  L7DICE,  FSESIDEirF,  THS  CORF.  OF  TEE 
AHEEICAS,  LINCOLH,  NEBS. 

Mr.  Lydick.  Mr.  Chairman,  members  of  the  subcommittee,  eood 
morning.  My  name  is  John  E.  Lydick,  and  I  am  president  of  TMS 
Corp,  of  the  Americas,  and  vice  president  of  First  Federal  Savings  & 
liOan  Association  of  Lincoln,  Nebr. 

As  a  competitor  within  the  financial  industry,  I  appreciate  the  op- 
portunity to  comment  on  this  timely  legislation.  H.R.  3884  appears  to 
be  a  prompt  response  to  the  April  20  decision  of  the  U.S.  Court  of 
Appeals  suggesting  that  Congress  review  certain  funds  transfer  pro- 
grams and  determine  if  it  wishes  to  provide  the  continuation  of  these 
consumer  services  by  the  Nation's  financial  institutions.  Further,  H.B. 
3864  appears  supportive  of  the  President's  recent  message  to  Congress 
calli""  fnr  comprehensive  finwncinl  reform  legislation. 

TMS  Corp,  works  with  130  financial  institutions  throughout  the 
country  in  develoning  electronic  funds  transfer  products  and  services 
to  more  effectively  compete  for  the  consumer  deposit  dollar.  In  Janu- 
ary of  1974,  we  announced  the  first  remote  service  imits  in  Hinky 
Dinky  supermarkets  in  Lincoln,  Nebr.  These  remote  terminals  were 
designed  to  extend  the  convenience  of  time  and  location  to  our  savings 
customers.  During  the  last  5  years  these  2  terminals  have  erown  to 
70  within  Nebraska  and  nearly  3,000  separate  RSU  installations  have 
been  approved  nationwide. 

Subsequent  to  our  1974  RSU  announcement,  we  have  seen  many  com- 
petitive innovations  from  each  segment  of  the  financial  industry : 

Commercial  banks  have  implemented  remote  terminals  in  the  form 
of  customer  bank  communication  terminals  and  the  automatic  fund 
transfer  system. 

Savings  banks  have  developed  NOW  accounts  and  pioneered  the 
use  of  telephone  bill  paying. 

Credit  Unions  have  provided  their  customers  with  share  drafts. 

And  for  additional  perspective,  I  now  have  an  account  with  a  leading 
securities  firm  against  which  I  can  write  any  number  of  checks  for 
any  amount  in  excess  of  $500.  I  can  make  any  number  of  deposits  to 
this  account,  and  I  am  paid  9.8-percent  interest  on  my  account  balance. 

The  point  is  that  depository  institutions  and  financial  industries 
on  the  periphery  of  the  depository  marketplace  are  competing  for  the 
consumer  deposit  dollar  through  innovative  marketing  and  the  use  of 
technology.  This  competition  haa  benefited  the  consumer  by  providing 
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increased  convenience,  service,  aai  value.  New  funds  transfer  ^sterns 
are  the  epitome  of  competition  within  the  financial  industry  todav. 

I  support  H.R.  3864  because  it  enables  the  continuation  of  suai 
competitive  services,  to  the  consumers'  benefit,  and  because  it  provides 
a  lejpslative  backdrop  which  will  stimulate,  not  inhibit,  further  inno- 
vation and  product  development  by  the  Nation's  financial  institutions. 

Toward  tnis  end,  I  nvge  that  a  phrase  used  throughout  this  bill  "on 
negotiable,  transferable,  or  non-negotiable  check,  order,  or  authoriza- 
tion .  .  ."be  enhanced  with  the  addition  of  five  words  to  read  *'.  .  .  wi 
negotiable,  transferable,  or  nonnetjotiable  check,  order,  or  authoriza- 
tion, whether  written,  oral,  or  electronic  .  .  ,  ."  This  bill  provides 
a  procompetitive  legislative  backdrop,  and  many  of  tomorrow's  com- 
petitive financial  innovations  will  involve  electronics  and  the  power  of 
the  computer.  In  fact,  electronic  f imds  transfer  will  be  the  direction  of 
the  future  as  EFT  enables  products  which  combine  convenience,  serv- 
ice and  value  for  the  consumer  with  essential  operating  efficiencies  for 
the  Nation's  financial  institutions. 

I  am  quoting  now  from  the  April  20  decision  of  the  U.S.  Coart  of 
Appeals : 

We  recni^lze  tbat  enormous  InyeBtments  have  he«n  mnde  by  vatimiB  flnancUl 
lostltntlons  In  the  inRtallatlon  of  new  tecbnologj,  that  metbodB  of  financial  opera- 
tion In  the  nation  have  rapidly  grown  to  rely  on  mnch  nf  this,  and  that  a  dlsmp- 
tlon  of  the  offered  serviceB  would  necesaarlly  have  a  deleterious  imoact  on  tte 
financial  community  as  a  whole  In  the  at>sence  of  the  certainty  tbat  new  pro- 
cedures are  authorized  for  the  foreseeable  future,  which  certainty  tmly  a  coo- 
KreSBlonal  enactment  can  give. 

It  is  imperative  that  congressional  enactment  provide  certainty  to 
electronic  funds  transfer  to  relieve  the  courts  from  deciding  public 
policy  or  referring  each  new  funds  transfer  is-sue  to  the  Congress. 

As  stated.  I  see  the  totality  of  this  bill  of  equal  value  to  its  focal 
point,  that  of  NOW  accounts. 

On  the  issue  of  NOW  accounts,  I  feel  that  they  are  a  valuable  tool 
from  which  additional  products  and  services  can  be  derived.  As  such. 
NOW  accounts  should  feature  overdraft  privileges  to  fully  and  equita- 
bly serve  the  transaction  needs  of  the  consumer. 

NOW  accounts  provide  the  proper  base  from  which  to  offer  special 
products  and  ser^•iceR  and  they  simultaneously  allow  the  consumers, 
the  financial  institutions  and  the  financial  regulators  to  preserve  the 
separateness  of  the  traditional  savings  account.  Consumers  exhibit  a 
propensity  to  maintain  separate  accounts  for  separate  purposes.  Finan- 
cial institutions  and  regulators  will  be  better  able  to  cope  with  both  the 
issues  of  reserve  requirements  and  the  interest  rate  differential  when 
traditional  savings  accounts  are  separate  from  transaction  accounts. 

I  am  most  impressed  with  the  totality  of  this  bill,  howei-er,  for  it  pro- 
vides the  stamp  of  approval  to  the  ninnv  in-place  funds  transfer  pro- 
grams and  it  can  clearlv  provide  for  future  electronic  funds  transfer 
innovations  with  a  careful  wording  chance,  as  suj^sted. 

Without  enactment  nf  this  bill,  the  spirit  of  competitive  innovation 
will  be  dampened,  the  status  of  ongoing  funds  transfer  programs  not 
addressed  by  the  F.R.  Court  of  Appeals  will  be  subject  to  farther  chal- 
lenge in  the  courts  Rnd  the  three  funds  transfer  programs  cited  by  the 
court  of  appeals  will  be  suspended. 


,dhvG00glc 


527 

The  scenario  of  ■rwmpetitive  service  offenngs  by  financial  institutions 
across  the  conrfry  then  becomee  a  patchwork.  Federally  chartered  sav- 
injrs  and  loanF  cannot  offer  RSTT's,  hnt  rnanv  State -chartered  savinirs 
and  loans  and  i^re  lit  unions  can  continue  with  ESU's  and  commercial 
bnitcs  can  continue  CBCT  operations.  Banks  must  withdraw  AFT 
opTtHtvR.  Ranks  can  offer  checking  accounts  nationwide:  credit  unions 
'nnot  withdraw  share  drafts;  the  New  England  financial  institutions 
"fliioffer  NOW  accounts;  and  the  rest  of  the  country  has  no  transaction 
account.  They  are  left  to  innovate,  and  innovation  has  just  been  set 
back  5  vears. 

The  KSU  innovators,  over  300  financial  institutions  across  the  coun- 
try, will  be  notifying  over  2  million  families  that  they  can  no  longer 
enjov  the  convenience  and  service  of  neighborhood  banking.  These 
families  will  of  necessity  reevaluate,  which  financial  institution  now 
best  serves  their  needs  and  benrin  the  process  of  shifting  nearly  $3 
billion  to  "closer"  financial  institutions.  And,  monthly,  1  million  sav- 
ings transactions  will  retiim  to  the  lobbies  of  the  Natitm'a  financial 
institutions.  The  dismantling  process  for  bank  AFT  and  credit  uni<m 
Share  Draft  programs  will  be  equally  fascinating. 

Yet  the  destruction  process  for  these  in-place  programs  pales  when 
compared  to  the  effect  of  tabling  competitive  plans  and  programs  now 
on  the  drawing  boards  within  financial  institutions  nationwide. 

Before  allowing  this  to  happen,  we  will  be  forced  to  turn  our  atten- 
tion to  lesser,  remedial  legislation  which  will  presei-ve  extensive  invest- 
ment and  the  equities  of  customer  relationships  built  through  the  care- 
ful development  of  RSIT,  AFT  and  share  draft  programs. 

H.E,  3864  offers  the  promise  of  a  procompetitive  environment  for 
the  entire  financial  industrv.  This  congressional  enactment  can  provide 
certainty  for  the  foreseeable  future,  as  requested  by  the  U.S.  Court  of 
Apneals,  by  adding  the  words  "oral"  and  "electronic,"  as  suggested. 

The  overdraft  feature  is  key  to  providing  fimctional  equality  of  the 
transaction  account  offered  by  the  Nation's  financial  institutions.  And  a 
well-defined  and  well-structured  transaction  account,  differentiated 
from  the  traditional  savings  account,  can  serve  as  a  basis  for  resolving 
the  often  interrelated  issues  of  reserve  requirements  and  the  interest 
rate  differential. 

I  commend  you  for  this  action  and  for  the  depth  of  thought  behind 
this  action:  I  ask  that  you  carefully  evaluate  my  suggestions;  and  I 
support  H.R.  3864. 

Thank  you. 

Chairman  St  Germain.  Thank  you.  Mr.  Lvdick.  Mr.  Lydick,  on 
May  16th,  when  Chairman  McKinney  of  the  Federal  Home  Loan  Bank 
Board  testified  in  support  of  H.R.  .'{864,  he  stated,  and  I  quote,  "H.R. 
3864  would  explicitly  authorize  withdrawals  or  transfers  from  ac- 
coimtfi  in  Federal  associations,  by  means  of  orders  or  authorizations 
which  we  interpret  as  covering  electronic  fund  transfers  through  re- 
mote sen-ice  imits."  That  being  the  case,  why  would  we  need  the  addi- 
tional five  words  that  you  suggest  be  added  to  the  legislation!  Would 
you  care  to  expand  upon  the  implications  of  these  five  words,  that  they 
mitrht  have,  in  view  of  the  intent  of  the  legislation  as  verv  ably  inter- 
preted by  the  Chairman  of  the  Federal  Home  Loan  Bank  Board. 
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Mr.  Lydick.  Yes,  I  would.  I  am  most  pleased  that  the  Federal  Home 
Loan  Bank  Board  int«rprets  this  legislation  as  enabling,  once  again, 
remote  service  units.  It  is  of  concern  to  me,  however,  that  current  pro- 
f^ams  such  as  telephone  bill-paying  and  current  automated  clearing- 
house functions  may  not  be  interpreted  by  the  courts  subsequently,  to 
enable  us  to  continue  those  programs, 

Witliout  full  definition  through  the  addition  of  the  words  "oral"  and 
"electronic,"  the  court  of  appeals  was  referencing  the  foreseeable  fu- 
ture. We  have  some  programs  that  are  on  our  drawing  boards  that  wiU 
involve  paying  bills  through  cable  television.  Those  are  electrtxiic  and 
they  are  not  unique  to  us  in  our  planning  situation.  But  it  would  be  of 
concern  to  me  that  in  the  process  of  preparing,  we  would  have  to  also 
set  aside  a  war  chest  for  litigation  of  new  products  that  we  develop. 

I  think  the  future  will  direct  us  toward  electronics,  because  elec- 
tronics will  provide  us  with  internal  operating  efficiencies  and  I  would 
feel  that  this  bill  would  be  enhanced  with  the  addition  of  the  word 
"electronics." 

Chairman  St  Geruain.  Could  I  paraphrase  what  you  have  stated 
in  this  manner,  that  merely  to  make  legal  what  the  court  found  illegal 
in  its  decision  would  not  suffice,  because  there  is  no  way  for  us  on  tiie 
subcommittee  to  know  what  you  have  on  your  drawing  boards.  Be- 
cause I  am  certain  you  don't  want  to  tell  us  all  about  it,  or  what  others 
who  are  very  innovative  such  as  Mr.  Fisher  might  have  on  thdr 
drawing  boards,  and  that  being  the  case,  we  should  be  aa — ^if  we  are 
going  to  make  a  decision  that  we  are  going  to  provide  people  of  this 
Nation  and  the  financial  institutions  of  this  Nation  an  opportunity  to 
better  serve  and  better  be  served — then  we  should  in  this  legisUticm 
be  certain  that  we  dont  leave  any  stones  unturned,  but  in  essence  make 
the  decision.  Are  we  in  the  Congress  going  to  say  that,  yes,  tJiese  are 
the  type  services  people  need,  and  there  may  be  some  new  developments 
in  the  future,  and  we  don't  want  a  situation  where  we  have  to  scramble 
in  the  Congress  and  attempt  to  enact  legislation  very  rapidly  in  re- 
sponse to  a  court  decision  that  comes  about  as  a  result  of  our  not  having 
given  enough  thouglit  to  that  which  we  are  doing  ? 

Mr,  Ltdick.  I  would  agree  with  your  paraphrasing,  yes. 

Chairman  St  Germaix.  Thank  you.  Mr,  Fisher,  my  staff  and  I 
worked  into  the  wee  hours  of  morning  and  we  could  not  come  up  witli  a 
question  for  you.  because  your  position  is  stated  very  clearly  without 
equivocation,  and  it  is  very  helpful  to  us.  and  therefore,  all  I  can 
personally  say  to  you  is  that  T  am  glad  you  made  that  trip  in  that 
Model-T  Ford  and  that  you  have  continued  your  interest  in  the  Na- 
tion's Capital,  and  keep  coming  back  to  make  your  contributi<Hi8,  whidi 
in  manv  areas  have  been  very  beneficial, 

Mr.  Fisher.  Thank  you.  Congressman,  you  have  brightened  my  day. 
Thank  you. 

Chairman  St  Germain-.  Mr.  Barnard  ? 

Mr.  Barxaru.  Thank  you.  Mr.  Chairman.  Mr.  Fisher,  if  this  bill 
passed  as  it  is  now  written  what  changes  would  you  make  in  your 
bank's  services  and/or  operations!  Do  you  foresee  any  patticnlar 
changes  vou  would  make? 

Mr.  Fisher.  Mr.  Barnard,  the  most,  immediate  chancre  obviona^ 
would  be  a  modification  of  our  automatic  transfer  service,  which  I 
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indicated  we  installed  when  given  pennission  last  November  1.  It  is 
an  encumbering  necessarily  complex  product  today.  It  is  a  requirement 
of  regulation  that  it  be  designed  with  separate  accounts.  A  savings 
account  clearly  set  a^ide  from  the  checking  account.  They  are  linked 
only  through  overdrafting.  That  encumbrance,  we  really  find  totally 
unnecessary,  so  quite  obviously  we  would  be  simplifying  the  product, 
making  it  therefore  more  widely  acceptable  in  the  marketplace. 

Mr.  Babnard.  Would  you  be  making  any  changes  in  your  checking 
account  service  charges  for  consumers  ) 

Mr.  Fisher.  The  pricing  of  bank  services  is  constantly  under  scru- 
tiny in  attempt  to  be  fair  and  equitable  and  competitive  in  the  market- 
place while  returning  clearly  a  value  to  the  issuing  bank,  and  obvi- 
ously, we  would  be  once  again  continuing  to  scrutinize  those  prices. 
Yes ;  sir. 

Mr.  Barn-ard.  Do  you  have  free  checking  for  senior  citizens! 

Mr.  Fisher.  No,  sir,  I  do  not. 

Mr.  Barnard.  Do  you  have  any  free  checking  at  all  1 

Mr.  Fisher.  We  have  a  threshold  of  $1,500  on  an  aubunatic  transfer 
account,  which  would  permit  free  service  beyond  that  point. 

Mr,  Barnard,  So,  actually,  in  your  marketplace,  your  consumers 
would  not  be  affected,  and  there  would  be  no  change  to  their  detriment 
at  all. 

Mr,  Fisher.  Well,  I  don't  know  that  I  can  say  today  that  we  would 
not  be  changing  pricing  based  upon  what  the  competitive  conditions 
were  in  the  marketplace  and  based  upon  what  the  legislative  conditions 
would  be. 

Mr.  Barnard.  But  with  $1,500  as  a  threshold,  you  don't  see  that  you 
would  be  pricing  checking  accounts  out  of  reach  of  middle-income 
people,  or  for  senior  citizens,  or  for  youth  ? 

Mr.  Fisher,  Not  at  all,  sir.  We  have  youth,  senior  citizens,  and  a  very 
full  breadth  of  the  market  today  that  use  all  of  our  services  including 
our  checking  account. 

Mr.  Barkard.  Mr.  Lydick,  I  am  intrigued  by  your  operation  at  the 
Hinky  Dinky  supermarkets.  How  many  different  financial  institutions 
can  be  accommodated  at  anv  one  of  these  installations  ? 

Mr.  Lydick.  We  are  willing  to  share  these  remote  service  units  with 
anv  financial  institution.  We  do  share  them  with  14  within  Nebraska. 

Mr.  Barnard.  In  other  words,  14  different  banks  or  savings  and  loan 
installations  can  utilize  the  equipment  at  the  Hinky  Dinky  super- 
markets ? 

Mr.  Lydick.  That  is  right.  Two  are  commercial  banks  and  the  other 
12  are  aa  vings  and  loans. 

Mr.  Barnard.  Mr.  Fisher,  I  don't  believe  vou  addressed  yourself. 
possibly  you  did  and  I  overlooked  it.  to  the  differential  in  interest  on 
transaction  accounts.  I  believe  you  did  say  that  you  felt  that  it  ought  to 
be  comnetitivelv  equal.  Is  that  right  ( 

Mr.  Fisher.  Ypr.  sir,  I  did. 

Mr.  Barnard.  Mr.  Lydick,  do  you  have  any  statement  insofar  as  that 
is  concerned? 

Mr.  Lydick.  I  feel  that  the  rate  differential  should  be  equal,  and  that 
the  functional  capabilities  of  the  account  should  also  be  enuni,  and  for 
that  reason  I  favor  the  overdrafting  privilege  type  of  NOW  account 
for  all  financial  institutions. 
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Mr,  Barnard.  Have  either  one  of  you  given  any  thought  to  another 
competitive  factor  in  financial  institutions,  that  of  branching^ 

Mr.  Fisher.  Do  you  mean  relative  to  this  issue,  or  separate? 

Mr.  Barnard.  Xo.  Competitive  equality. 

Mr.  FiBHER.  Yes.  Definitely,  In  our  State,  we  have  just  changed  the 
branching  laws  relative  to  commercial  banking.  Beginning  January  1, 
we  are  now  able  to  branch  into  contiguous  county  branches  and  the 
State  permits  within  10  years,  statewide  branching. 

So  we  have  gone  through  a  very  detailed  analysis  of  the  (XHopetitire 
needs  of  the  financial  industry  and  the  needs  clearly  to  serve  the 
mobility  of  our  marketplace.  We  would  believe  that  quite  obviously 
the  funds  requirements  of  today's  consumer  are  really  nationwide,  and 
that  the  conunercial  banking  industry  must  be  given  the  authority, 
legislative  and  regulatory,  as  well  as  the  competitive  requirementE  to 
meet  those  funds  needs  on  a  nationwide  basis. 

Mr.  Barnard.  Do  you  think  you  are  somewhat  handicapped  today  I 

Mr.  Fisher,  Absolutely. 

Mr.  Barnard,  What  about  in  Nebraska,  Mr.  Lydick ! 

Mr.  Ltdick,  Someone  once  said  that  competition  is  a  wonderfol 
thing  unless  you  have  got  some.  We  have  a  mixed  situation  within 
Nebraska. 

Nebraska  is  a  unit  banking  State  which  works  to  the  disadvanta^  of 
commercial  banks.  Savings  and  loans  have  extensive  branching  capa- 
bilities within  Nebraska.  Statewide  branching  for  banks  baa  been 
opposed  by  the  independent  bankers. 

Mr.  Barnard.  You  do  see  that  possibly  legislation — not  in  this  bill 
of  course,  because  I  think  this  has  probably  got  all  it  cwj  handle  at 
the  present  time,  but  future  legislation  might  address  that  competitive 
situation  between  financial  institutions? 

Mr.  Fisher.  Our  view  is  that  the  McFadden  Act,  which  today  limits 
the  locations  in  which  we  can  provide  service  to  our  customers,  must 
quite  obviously  be  modified,  since  it,  too,  is  not  in  tune  with  today's 
marketplace  needs. 

Mr,  Barnard.  Thank  you  very  much.  I  would  like  to  take  this 
opportunity  to  again,  Mr,  Chairman,  compliment  you  on  the  extent 
of  these  hearings.  T  dont  think  that  during  my  short  term  in  Congress 
I  have  seen  any  hearings  that  have  been  as  ctnnplete  and  have  gone 
to  the  core  of  a  subject  any  better  than  these  hearings,  and  I  certunly 
compliment  you. 

I  dont  see  how  we  could  have  done  any  better  in  considering  all 
of  the  factors  in  this  legislation. 

Cliairman  St  Germain.  I  thnnk  vou,  Mr.  Barnard.  And  I  miflllt 
state  that  with  respect  to  the  McFadden  Act  there  is  an  ongoing  study. 
We  should  be  getting  the  report  September  SO  and  I  am  i^yea  to  undw- 
stand  that  thev  may  well  meet  the  deadline.  T  am  looking  to  be  pleas- 
antly surprised  on  this,  but  it  is  under  the  aegis  of  the  Department  of 
Treasury'  and  Secretarv  Carswell  and  I  have  discussed  its  pr(^;ree& 
Not  what  the  results  mi"ht  be.  but  the  fact  that  they  are  progressing, 
and  working  at  it  very  dilieently. 

Mr.  Barnard.  Mr.  Chairman,  if  I  miTht  iust  interject  at  this  point. 

As  was  reported  in  this  morning's  Washington  Post.  I  am  verv  oon- 
M^med  about  the  regulatory  authorities  going  forth  with  very  liberal 
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branching  possibilities  without  ctmsulting  this  subcommittee  and  the 
Banking  Committee,  and  I  would  like  to  talk  with  you  about  that 
further  at  a  later  date. 

Chairman  St  Gkimain.  Mr.  Wylie? 

Mr.  Wtlib.  Thank  you  very  much,  Mr.  Chairman.  I  want  to  con- 
gratulate both  of  you  on  your  excellent  statements.  One  thing  I  found 
out  about  John  Fisher  over  the  years,  Mr.  Chairman,  is  that  he  is  at  all 
times  positive,  and  he  has  again  indicated  his  positiveness  on  this  issue. 

I  have  been  a  little  bit  apprehensive,  I  might  say,  Mr.  Fisher,  about 
this  legislation.  In  the  process  of  updating  the  Model-T  Ford  I  am 
apprehensive  that  we  may  be  going  to  the  Indianapolis  500  where  con- 
sumers will  be  going  zoom,  zoom,  zoom,  and  they  will  just  be  confused 
with  what  is  going  on.  We  have  transaction  accounts,  SOW  accounts, 
we  have  share  drafts,  we  have  a  plethora  of  different  instruments.  How 
is  the  consumer  to  sort  it  out  and  know  what  is  best  for  him  or  her  ? 

Mr.  Fisher.  Congressman  Wylie,  I  share  your  concern  about  the 
confusion  in  the  marketplace,  basically  being  a  marketing  man  myself. 
But,  our  society  is  built  on  choice.  And  choice  means  you  must  have 
more  than  one  to  choose  from.  And  of  course  each  time  you  increase  the 
choices  available  in  the  marketplace,  you  do  risk  some  confusion.  Now, 
hopefully,  with  the  astute  legislation  that  you  are  proposing  here,  it 
would  appear  that  we  would  have  more  or  less  a  common  product  made 
available  from  multicompetitors,  rather  than  having  a  plethora  of  dif- 
ferent ser^'ices  being  made  available,  such  as  we  have  today. 

The  circumvention  type  product  that  must  be  made  available  to 
allow  access,  instead,  what  I  think  we  will  likely  have  is  a  sophisticated 
marketplace  being  able  to  choose  the  product  that  better  meets  its  needs. 

Certainly,  not  everyone  is  going  to  accept  the  NOW  account,  just  as 
not  everyone  today  accepts  a  checking  account.  Only  about  85  percent 
of  the  marketplace  today  has  available  to  them  the  checking  service. 
So  while  I  understand  the  concerns  about  complexity  and  confusion, 
nevertheless,  I  believe  our  society  is  quite  attuned  to  choice,  and  that 
this  legislation  wi^uld,  in  fact,  grant  that. 

Mr.  Wylie.  What  about  the  big  psychological  pressure  over  the 
years  to  save,  to  put  money  into  a  savings  account  and  leave  it  there 
for  a  rainy  day?  Now  you  are  suggesting  that  people  put  it  into  a 
transacticm  account,  and  use  it  as  a  medium  of  exchange.  I  wonder  if 
you  see  a  distinction  between  money  as  a  store  of  value — and  I  have 
attempted  to  develop  this  through  the  course  of  these  hearings — where 
you  put  it  into  a  savings  account  and  are  paid  money  for  your  invest- 
ment, and  it  is  there  for  a  long  term  or  more  of  a  term  than  the  trans- 
action account.  Then  you  get  a  handle  on  how  much  it  is  going  to  be 
and  you  would  have  some  stability  as  far  as  the  financial  institution  is 
concerned  and  its  use  of  that  money, 

Aren't  we  encouraging  people  to  forget  savings  and  say,  "That  is 
obsolete,  just  put  it  in  our  transaction  account?" 

Mr,  Fisher.  Well,  again,  Congressman,  I  certainlv  understand  the 
position  that  can  be  taken  relative  to  that  subject.  However,  I  really 
think  our  marketplace  has  moved  beyond— or  at  least  a  high  percent- 
age of  the  marketplace  has  moved  bevond  having  to  nest  separate 
deposits  in  separate  little  locations  as  a  discipline. 
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The  experience  in  New  England  has  indicated  that  there  is  a  very 
high  percentage  of  the  marketplace  that  is  quite  willing  to  collapse 
separate  balances  and  through  their  own  sophisticatitm  be  able  to 
handle  their  family  finances. 

Obviously,  technology  over  the  last  10  years  has  made  it  mach  more 
easily  understood  for  the  consumer  as  to  the  funds  he  has  in  the  bank 
and  how  they  are  being  used. 

In  my  own  case,  our  bank  has  been  able  to  install,  as  you  know  full 
well,  an  automatic  teller  system  that  allows  customers  to  gain  access 
to  the  demand  balances  and  time  balances  at  will.  A  customer  is  able 
to  determine,  24  hours  a  day,  what  is  in  his  accoimt. 

So,  I  am  just  demonstrating  one  more  time  that  T  believe  our  society 
has  moved  on  from  those  rainy  day  periods  in  our  history.  Certainly, 
there  will  continue  to  be  some  section  of  the  marketplace  that,  still  wul 
want  separate  control  over  separate  balances  and  they  should  have 
that  choice.  We  are  not  proposing  through  your  legislation  that  that 
vanish. 

We  are  merely  adding  one  more  choice  to  the  marketplace.  > 
Mr.  Wtlie.  I  noticed  on  page  6  of  your  testimMiy  you  state  that  it 
is  your  belief  that  the  nationwide  NOW  accounts  are  the  best  solution 
and  the  first  reason  you  give  is  that  it  would  "permit  all  to  compete 
equally  in  the  marketplace  while  merely  granting  interest  payment  on 
cnecking  balances  will  freeze  those  funds  in  commercial  banra," 

Now,  that  is  certainly  a  fine  gesture  on  your  part,  to  support  this 
transaction  interest-bearing  account  in  that  it  would  provide  equal 
competition  for  the  savings  and  loans  for  these  accounts.  But  unfortu- 
nately, they  don't  see  it  quite  that  way- 
Mr.  Strunk  was  before  our  subcommittee  the  other  day  and  he  sud 
it  would  encourage  people  to  take  money  out  of  savings  accounts  and 
this  was  just  another  way  for  the  ban^s  to  get  their  hands  on  mon 
money. 

Mr.  Fisher.  Well,  certainly  there  ought  to  be  two  sides  to  every  issue. 
That  is  why  we  are  the  kind  of  Nation  we  are.  But  I  would  think  tliat 
if  the  savings  and  loan  had  an  equal  product,  it  should  be  an  equal 
competitor  in  the  marketplace,  and  given  the  skills  that  they  can  de- 
velop as  witnes.sed  by  testimony  here  this  morning,  those  savings  and 
loans  will  have  an  opportunity  to  not  only  retain  the  deposits  they  have 
today  but  also  to  attract  those  demand  deposits  that  are  in  the  market- 
place.. 

I  would  think  that  my  position  is  a  pragmatic  representation  of  the 
market  conditions. 

Mr.  Wyi^te,  What  about  regulation  Q  ?  I  think  the  savings  and  loans 
would  maybe  be  willing  to  support  the  bill  if  we  maintained  the  rega- 
lation  Q  differentials  on  savings  accounts. 

Mr.  FisiiER.  Again.  Congres.sman  Wylic.  I  would  think  that  the  ex- 
perience of  the  NOW  account  has  indicated  that  all  can  compete 
equally  with  a  level  playing  field  as  we  have  had  with  NOW  services 
and  therefore  the  price  differential  for  NOW  accounts  should  be  the 
same  for  all  issuers. 

This,  therefore,  is  a  minor  modification  to  the  regulation  Q  issue. 

Mr.  Wyt-ie.  Mr.  Lvdick.  on  page  .'»  of  your  te.'rtimony  yon  state  that 

NOW  accounts  will  find  a  proper  base  from  which  to  provide  products 
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and  services  and  will  allow  separation  from  the  traditional  savings 
account.  Consumers  have  a  propensity  to  maintain  separate  accounts 
for  separate  purposes. 

"Financial  institutions  and  regulators  will  be  better  able  to  cope 
with  both  the  issues  of  reserve  requirements  and  the  interest  rate  dif- 
ferential when  traditional  savings  accounts  are  separate  from  trans- 
action accounts." 

Do  you  believe  that  there  is  an  inherent  difference  between  a  trans- 
action account  and  a  NOW  account? 

Mr.  Ltdick.  I  would  define  a  NOW  account  as  a  transaction  account. 

Mr.  Wtlie.  How  about  the  savings  account  ? 

Mr.  Ltdick.  I  feel  that  that  is  and  should  be  separate  from  a  NOW 
or  transaction  account. 

Mr.  Wtlie.  Then  you  would  preserve  that  distinction ! 

Mr.  Ltdick.  Yes. 

Mr.  Wtlie.  How  about  you,  Mr.  Fisher?  Do  you  think  there  is  a 
difference  between  a  NOW  account  and  a  transaction  account? 

Mr,  FifiHEK.  Well,  Congressman,  I  think  it  is  in  the  eyes  of  the  be- 
holder. The  marketplace,  lor  instance,  near  to  your  residence  at  Ohio 
Stat«  University,  that  area  uses  the  savings  account  as  a  checking 
account. 

As  a  matter  of  fact,  much  of  the  developments  out  on  the  Platte 
River  in  Nebraska  starting  with  the  Hinky  Dinky  experiment  many 
years  ago,  had  to  do  with  demonstrating  to  the  thrift  industry  that  a 
time  account  could  in  fact  be  used  as  a  demand  account  at  the  place  of 
use,  which  is  why  terminals  were  installed  originally  in  the  Hinky 
Dinky  stores. 

So  I  think  it  goes  to  the  user.  How  does  he  use  the  funds  on  deposit? 
And  certainly  the  marketplace  today  requires  that  the  funds  on  deposit 
earn  interest  and  so  to  them  they  are  savings  accounts.  They  merely 
want  demand  access  to  them.  The  explosion  taking  place  in  the  money 
market  fund  is  the  best  proof  of  how  the  choice  in  the  market  will 
allow  customers  quite  obviously  to  use  a  demand  account  as  a  savings 
account  in  the  reverse  of  that. 

Mr.  Wtlie.  Someone  from  the  savings  and  loan  industtr  asked 
whether  if  NOW  accounts  are  to  be  treated  equally  in  all  institutione, 
as  far  as  interest  is  concerned,  should  82  percent  of  all  those  savings 
accounts  be  required  to  be  invested  in  housing  or  housing-related 
in  veatm  ents 

Mr.  Fisher.  Did  I  hear  you  say,  Congressman,  82  percent?  I  missed 
that. 

Mr.  Wtlie.  Well,  the  thrift  institutions  are  required  to  invest  82 
percent  of  all  of  their  deposits. 

Chairman  St  Germain,  Eighty  percent. 

Mr.  Wtlie,  OK.  Eighty  percent  of  all  their  deposits  in  housing. 

Mr.  Fisher.  We  would  suggest  that  a  transaction  account  is  in  fact 
a  transaction  account  and  it  is  not  an  account  used  to  accumulate  funds 
that  will  later  be  used  for  necessarily  housing  or  any  other  specific 
purpose.  What  I  really  believe  the  marketplace  wants  is  the  oppor- 
tunity to  accumulate  limited  funds  in  the  transaction  service. 

Once  they  reach  a  certain  level,  the  marketplace  is  able  then  to 
transfer  them  into  even  higher  earning  certificates  in  most  cases. 
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And  it  is  these  kinds  of  funds  that  therefore  should  be  allocated  into 
the  longer  term  debt,  such  as  mortgages,  rather  than  the  rather  fluid 
transaction  balances. 

Chairman  St  Gefmain,  Would  the  gentleman  yield  ? 

Mr.  Wtlie.  Yes,  I  would. 

Chairman  St  Germain.  By  the  same  token.  I  was  impressed  and 
forget  now  who  brought  this  out  in  thpir  testimony  duting  these 
hearings — ^with  the  fact  that  the  Boston  Federal  Reserve  study  indi- 
cated that  an  amazin£r  stability  in  the  NOW  accounts.  In  ottier  words, 
people  established  NOW  accounts  and  kept  that  balance.  That  balance 
13  relatively  stable  on  the  overall  in  the  New  England  experiment  and 
experience. 

So  that,  as  far  as  the  commitment  to  housing  that  the  savings  and 
loans  have.  I  don't  think  there  should  be  any  reduction  there.  Aa  a 
matter  of  fact  we  don't  have  the  jurisdiction  here,  actuallv,  that  is  a 
tax. 

Mr.  Wtlie.  We  dont  have  the  jurisdiction  and  I  am  not  trying  to 
be  funny  with  my  question  to  Mr.  Fisher,  but  he  has  evidenced  a 
considerable  amount  of  expertise  on  this,  and  I  am  trying  to  be  the 
devil's  advocate  here. 

Chairman  St  Germain.  But  if  the  gentleman  would  yield,  I  wonld 
like  to  ask  Mr.  Fislier  what  has  been  your  experience  with  the  trans- 
action accounts? 

Mr.  FisiiF.R.  The  average  balance— iust  as  you  have  indicated,  Mr. 
Chairman — has  become  quite  stable.  It  betran  as  I  recall  in  the  early 
days,  November  and  December  with  the  balance  close  to  $9,000.  As  the 
sernces  matured,  and  quite  obviously  expanded,  that  balance  has 
dropped  down  to  about  $8,200  today  and  is  basically  plateaning  at 
that  level. 

Chairman  St  Germain.  If  the  eentleman  would  yield  further,  the 
testimony  I  was  rpferrine  to,  and  I  quote  from  the  testimony  of  the 
National  As-sociation  of  Mutual  Savimrs  Ranks.  "With  respect  to  vola- 
tilitv.  the  striking  factor  is  that  NOW^  accounts  have  been  one  of  the 
more  stable  components  of  the  deposit  structure  during  the  recent 
period  of  high  interest  rates  and  overall  disintermediation."  And  I 
won't  go  info  all  of  it,  but  then  they  say,  "Reflecting  the  stability  of 
NOW  accotmtfi.  most  savings  banks  do  not  segre^te  such  accounts  for 
investment  purposes,  and  in  fact  channel  funds  largely  into  mortgage 
loans." 

I  thank  the  gentleman  for  yielding. 

Mr.  WvLiE.  Just  one  more  question.  Mr.  Chairman.  You  indicated 
that  you  have  a  $1,300  balance  on  transaction  accounts  above  which 
there  is  no  charire  for  the  se^^-ice  for  the  checking  accounts! 

Mr,  Fisher.  Rieht. 

Mr.  Wti,te.  If  it  falls  below  $1..500.  then  there  is  a  charge. 

>fr.  FiRHP.R.  That  is  true. 

Mr.  Wti.ie.  Do  you  have  any  indications  as  to  how  many  of  your  cus- 
tomers have  balances  about  $1,500  and  how  manv  are  below? 

We  are  talkintr  about  small  savers  here,  and  I  would  assume  that  a 
small  saver  would  include  someone  with  around  $1..^00.  but  there  miut 
be  a  lot  who  put  in  less  than  that. 
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Mr.  Fisher.  Today,  Coneressman  Wylie,  the  7,500  customers  that 
utilize  our  automatic  transfer  service,  I  would  estimate  the  average 
balance  above  the  $1,500  would  be  in  the  90-percent  bracket.  Therefore, 
there  would  be  10  percent  of  our  customers  who  would  have  a  balance 
of  less  than  that  threshold  amount. 

But  these  are  quite  obviously  manipulative,  in  that  the  marketplace 
does  respond  to  pricing.  And  as  we  are  able  to  introduce  a  less  complex 
service,  the  automatic  transfer  service  which  is  permitted  today  is  a 
complex  service.  Were  we  able  to  introduce  NOW  accounts,  I  would 
believe  that  more  simplified  product  would  attract  a  broader  base  cus- 
tomer and  therefore  be  a  more  genuine  service  to  the  small  saver. 

Mr.  Wylie.  Thank  you  very  much.  Thank  you  Mr,  Chairman. 

Chairman  St  Germain.  Thank  you,  Mr.  Barnard,  do  you  have  any 
further  questions? 

Mr.  Barnard,  Mr.  Chairman,  I  think  it  would  be  helpful,  just  for  a 
few  minutes,  to  delve  into  the  suggestion  that  Mr.  Lydick  made  about 
adding  the  words  "written,  oral,  or  electronic."  You  discussed  it  in 
some  degree. 

How  far  have  we  already  come  to  the  point  that  would  justify  this 
language  ?  Not  looking  down  the  road  20  or  30  years  to  more  Buck 
Rogers  type  of  installations,  but  where  are  we  to^ay  that  would  war- 
rant, that  would  iustify  your  recommendations? 

Mr,  Ltdick.  In  my  opinion,  we  are  there  now.  There  are  certain 
funds  transfer  programs  that  have  not  been  addressed  by  the  court  of 
appeals.  Of  course,  they  have  not  been  brought  to  the  court  of  appeals 
yet.  Telephone  bill  paying  is  such  an  example.  It  could  be  argued  that 
telephone  bill  paying  is  the  functional  equivalent  of  a  check  in  the 
future.  It  could  be  argued  that  an  automated  clearinghouse  trans- 
action against  a  customer's  account  is  the  functional  equivalent  of  a 
check.  And  that  concerns  me  greatly  because  these  are  in-place  pro- 
grams and  I  would  hate  to  have  to  see  additional  congressional  emict- 
ments  to  preserve  these  in-place  programs. 

Mr.  Barnard.  That  brings  up  an  interesting  point. 

Mr.  Chairman,  in  H.R.  7,  if  you  recall,  we  had  a  motion  by  the 
gentleman  from  Nebraska  to  consider  or  characterize  telephonic  trans- 
fers as  transaction  accounts.  That  is  expressly  exempted  in  the  H.R.  7 
language.  But  you  are  saying  that  they  would  be  in  the  same  category 
as  the  checking  accounts  or  as  the  transaction  account  or  transfer 
account. 

Mr,  Ltdick.  No  sir,  I  am  not  quite  saying  that,  I  feel  it  is  important 
to  enable  those  types  of  programs  to  remain  in  operation. 

It  seems  to  me  that  an  account  against  which  a  negotiable  order  can 
be  drawn  should  be  one  subject  to  reserve  requirements  and  equal  5q 
terms  of  interest  payment. 

If  it  is  subject  to  a  negotiable  order. 

Mr.  Barnard.  What  is  the  difference  between  that  and  a  transaction 
that  can  be  handled  at  the  same  time  by  telephone  ? 

Mr.  Ltdick.  The  difference  is  the  negotiability,  the  ramification  of 
that  is  the  volatility  of  the  dollars  in  the  account,  the  velocity  of  dollars 
through  a  checking  account  is  considerably  greater,  considerably 
greater  than  the  velocity  of  dollars  through  a  telephone  and  bill  paying 
account.  They  would  look  quite  different. 
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Mr.  BAttNARD.  I  understood  that  the  operatitMi  st  the  Hinky  Dinky 
stores  was  such  that  if  you  actually  went  through  the  line,  yon  could 
activate  your  account  at  the  counter  and  transfer  frmn  a  checking 
account  directly  into  the  cash  of  the  store,  isnt  that  true  ? 

Mr.  Ltdick.  That  is  true,  but  the  program  has  been  very  carefally 
designed  so  the  consumer  is  not  making  a  negotiable  or  transferable 
transaction  and  on  his  debit  card  it  has  the  words  "not  transferable." 

Mr.  Barnard,  What  is  the  implication  of  the  transfer  there  t 

Mr.  Ltdick,  It  is  not  a  negotiable  transaction. 

Mr.  Barn-ard.  I  am  a  little  lost  with  that.  But  it  is  aatomatic, 
though! 

Mr,  LynirK,  The  consumer,  via  an  electronic  courier,  the  merchant, 
is  directly  withdrawing  funds  from  his  account. 

Mr.  Barnard,  And  automatically  crediting  the  account  of  the  TGnty 
Dinky  stores ! 

Mr.  Ltdick.  That  is  right, 

Mr.  Barnard.  That  is  a  transaction  account. 

Mr.  Ltdick.  It  is  not  a  negotiable  transaction. 

Mr.  Barnard.  Because  cash  is  not  being  exchanged  ¥ 

Mr.  Ltdick,  That  is  right, 

Mr,  Barnard.  But  the  customer  is  no  less  liable  for  the  transaction. 

Mr.  Ltdick.  That  is  right.  It  is  not.  however,  a  negotiable  account 
in  terms  of  the  design  of  the  system. 

Chairman  St  Germain.  Would  the  gentleman  yield? 

Mr,  Barnard.  Sure. 

Chaiiman  St  Germain.  I  think  perhaps  the  differentiation  ia  the 
fact  that  it  is  not  a  third-party  transfer,  in  other  words,  the  customer 
can  make  the  call  or  put  the  card  in  the  terminal  and  they  are  paying 
that  ffTOcery  store,  or  wherever  the  terminal  is.  as  an  automatic  trans- 
fer of  fimds  from  the  customer's  account  to  the  seller. 

Mr.  Barnard,  From  the  hank. 

Chairman  St  Germain.  From  the  bank,  but  it  is  not  like — ^I  am  iiwt 
trying  to  see  merely  if  we  can  get  a  handle  on  this — ^whereas  a  WOW 
account,  for  instance,  is  a  negotiable  order  of  withdrawal  that  I  can 
issue  to  you,  person-to-person,  and  you  can  then  in  turn  endorse  it  over 
to  someone  else. 

Which  is  the  essential  difference.  That  is  whv  we  sometimes  call 
them  third-party  pnvmenf  accounts  or  third-partv  transfers. 

Mr.  Barnard.  Well,  of  course.  That  is  understandable,  but  yon 
dont  even  need  this  in  this  transaction  because  you  are  accomplishing 
the  nurTX>se  of  thp  transfer  with  two  parties. 

Chairman  St  Germain,  .\nd  yon.  as  the  recipieTit.  can  use  the  money 
in  the  Hinky  T>ink\-  store  as  the  monev  is  available  immediately. 

Mr.  Barnard.  The  purpose  of  our  Icfrislation,  though,  is  to  put  all 
the  transactions  in  the  same  type  of  framework  ard  if  this  is  a  trans- 
action account,  the  fact  is  that  I  did  not  jwrsonally  go  to  the  bank 
and  deposit  the  check.  T  gave  it  to  a  store,  and  he  gave  it  to  another 
store,  and  so  forth. 

To  me,  that  doesn't  make  tliaf  much  of  a  difference.  It  looks  like, 
to  me.  that  that  is  the  tvue  of  demand  account  that  we  are  tlunfcing 
about,  that  should  be  included  in  this  legislation. 
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Chainnan  St  Oerhain.  Would  you  yield  further  ¥ 

Mr.  Barnard.  Sure. 

Chairman  St  Oerhain.  Let  me  ask  Mr.  Fisher  a  question  here. 

If  indeed,  we  are  to  remove  the  prohibition  on  the  payment  of  inter- 
est, and  to  give  NOW  account  powers  to  all  financial  institutions  or 
third-party  payment  account  powers,  would  the  transaction  account 
that  you  are  now  utilizing  in  your  institution,  would  it  go,  just  go  out 
of  existence,  essentially  t 

Would  it  not  just  disappear,  because  you  would  then — that  trans- 
action account  was  created  to  circumvent  the  prohibition.  If  you  re- 
move the  prohibition,  then  you  go  to  either  a  NOW  account  or  an 
interest -bearing  demand  deposit  account. 

Mr,  Fisher.  Precisely,  Mr.  Chairman.  I  would  believe  the  checkable 
savings  account,  that  is  our  name  for  the  automatic  transfer  service, 
would  in  fact  vanish  on  day  1.  And  that  we  would  encourage  our  cus- 
tomers to  accept  this  much  more  convenient  legislatively  permitted 
service.  I  would  believe  the  entire  commercial  banking  industry  would 
follow  that  same  pattern. 

I  believe  your  legislation  speaks,  however,  to  the  account  and  the 
balances  and  the  insurance  on  those  balances,  so  it  speaks  to  the  account 
itself  rather  than  the  methods  of  accessing.  The  discussion  I  think  you 
have  just  had  here  really  looks  to  the  method  of  gaining  access  to  those 
funds,  and  quite  obviously,  the  inventiveness  of  the  financial  industry 
and  the  need  to  get  into  the  marketplace  require  us  to  find  more  and 
more  convenient  ways  of  allowing  customers  to  gain  access. 

The  previous  legislation  obviously  addressed  only  a  paper  check,  for 
clearly  that  is  all  we  have  had.  But  now,  with  the  telephone  transfer 
capabilities,  with  the  automatic  machine  capabilities,  with  in-home 
banking  as  a  distinct  possibility  before  the  decade  of  the  1980's  ends, 
your  legislation  should  speak  not  to  the  method  of  access,  but  really  to 
the  type  of  account  that  is,  and  the  method  by  which  those  balances  are 
insured  and  the  pricing  mechanism  that  is  reflected  with  that  account. 

Mr.  Wylie,  Would  the  gentleman  yield  ? 

Mr.  Barnard,  Sure, 

Mr,  Wylie,  The  question  is,  Mr.  Fisher,  whether  you  would  auto- 
matically pay  interest  on  all  demand  deposits  if  this  bill  becomes  law  or 
whether  you  would  establish  a  new  kind  of  transaction  account. 

Mr,  Fisher.  Congressman,  we  would  establish  a  new  kind  of  trans- 
action account  on  day  1,  and  would  attempt  to  convert  the  existing  cus- 
tomer base  we  have  with  our  automatic  transfer  service,  immediately, 
and  quite  obviously  we  believe  they  would  convert  virtually  immedi- 
ately and  then  we  would  attempt  to  solicit  those  customers  that  are 
checking  and  savings  only,  into  this  new  transaction  service.  It  means 
we  would  end  up  with  a  choice  in  the  marketplace.  There  would  still 
be  customers  with  savings  only  accounts.  There  would  be  customers 
with  checking  only.  There  would  be  customers  with  the  new  kind  of 
NOW  product. 

We  urge  you  to  legislate. 

Mr.  Wylie,  So  there  would  be  an  educational  process,  but  you  would 
perceive  that  there  would  still  be  a  lot  of  customers  who  would  have 
demand  accounts  and  would  not  be  drawing  interest  on  those  accounts? 
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Mr.  FwHER.  Which  is  precisely  what  happened  with  the  model  T 
Ford.  We  did  not  move  from  the  three  pedals  on  the  floor  to  a  PRNDL, 
park,  reverse,  neutral,  drive,  and  low,  we  went  throu^  all  sorts  of 
pushbuttons  with  Chrysler  products  after  the  war  to  get  to  where  we 
are  in  the  modem  convenience  of  today. 

I  would  think  that  the  same  kind  of  educational  process  would  be 
necessary  with  the  banking  services  as  well, 

Mr.  Barxard.  Mr.  Fisher,  do  you  agree  with  Mr.  Lydick  about  in- 
cluding these  additional  words,  "written,  oral,  or  electronic"? 

Mr.  FiBHER.  I  believe  that  they  are  unnecessary.  If  the  intent  is  as 
clear  as  I  believe  your  intent  to  be,  that  the  customer  will  have  the 
ability  to  gain  access  to  this  account  and  if  your  le^Iation  addresses 
the  account  and  the  manner  in  which  it  is  to  be  provided  and  the  price 
to  be  charged,  and  the  reserves  necessary,  et  cetera,  then  I  believe  the 
customer  should  have  ultimate  multiple  choices  of  gaining  access  and 
you  don't  need  to  legislate  a  precise  way  of  gaining  that  access. 

Mr.  Wtlte.  Could  I  ask  one  more  question,  Mr.  Chairman^ 

Mr.  St  Germain.  Surely. 

Mr.  Wtije.  The  big  distinction  right  now,  as  I  understand  it,  be- 
tween a  NOW  account  and  a  checking  account  is  the  fact  that  there  is 
a  delayed  payment  mechanism  so  that  it  isn't  really  a  demand  depodt 
although  in  essence  it  is.  It  looks  like  a  check  and  sounds  like  a  check 
and  acts  like  a  check,  but  it  really  isnt  a  check,  I  am  told. 

Do  we  need  that  distinction  any  more  if  we  pass  this  bill  i  Why  dont 
we  just  eliminate  that  delayed  payment  provision  ? 

Mr.  FiBiiER.  I  would  agree  with  you,  Congressman  Wylie. 

Mr.  Wtue.  As  a  practical  matter,  no  one  uses  it  anyhow. 

Mr.  Fisher.  That  distinction  appears  today  with  the  time  account, 
in  that  there  is  a  30-day  clause  that  the  banks  have  as  their  option,  to 
refuse  a  withdrawal  until  that  time  lapse  has  taken  place,  and  that 
practically  is  not  used  today  in  the  marketplace,  nor  would  I  believe 
the  time  lapse  would  be  used  in  the  NOW  account.  It  is  a  legal  distinc- 
tion that  is  a  subterfuge. 

Mr.  Wtijk,  Thank  you  very  much. 

Mr.  St  Germain.  On  that  note,  with  which  I  agree  wholeheartedly, 
it  is  a  legal  distinction  but  it  is  a  subterfuge.  We  will  once  again  express 
our  deep  appreciation  to  you  for  your  testimony,  and  the  subcommittee 
will  be  in  recess  until  Tuesday  a.m.  at  10  o'clock. 

rWhereupon,  at  12 :10  p.m.,  the  hearing  was  adjourned.] 

[The  following  material  was  received  by  the  subcommittee  for  in- 
clusion in  the  record :] 
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f?g  Citizens 
LJia  Savings 


rable  J.  William  StBXi 


REi  Rate  Dlf  ferentlal— H.O.W.  Accou 

Ions  vlch  Mr.  Sivon  concerning  tlie  proposed  N.O.U. 
rity  for  the  savings  and  loan  IncJusCty,  I  CDirmented 
liac  there  should  be  a  legislatively  eatablished  rate 
between  N.O.W.  "transaction"  accounts,  end  "traditional 


Frankly,  the  cost 
1,  but  I  believe  tba 
ible  of  eatabllshlng 


tvidual  flnancl 


cee  hearings.  At  the  request  ot  Mr.  Slvon,  1  am  [oruar 
of  this  letter  to  the  Honorable  Chalmers  Hylie  —  who 
ade  inquiry  as  to  the  appropriateness  of  auch  ■ 


'J, 
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CoiiQrcEfK  of  tlje  tniiiteli  States 


e  differential  b 


knou,   the  Ban 


I  appreciate  your  taking  the 
Hndatlons  with  me.  In  m)  Judgennt,  y 
rate  differencial   for  N.O.H.  accointa. 


■  been  holding 
earing  "checking 
ccwpletedt   ttia 


■P 
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Snbiittea  ts  Oa  Soiua 

a  rlBBiiBl&l  Instltntlona 
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Tha  Bantorm  CconiEtaa  to  Ellninata  FavtsltiiB  ta  Credit  Unions  la  giat«(ul  Itz 
Chla  (^iportunlty  to  wcpEBU  oar  vlavs  on  B.R.  1864.     The  ttnhKs  Conoltta*  coBslsts 
of  about  600  banka  throughout  tha  cooDtry,  boat  ot  which  ara  a^Llar,  iiii^iiill  j 
inatltutlona. 

<ki  April  20,  1979,  tha  U.S.  Dlatrlot  Court  at  Knmla  for  tha  DlaCrloC  of 
Coludila  rulad  that  tha  cradit  union  ahara  draft  accaont*  vlolata  tha  X933  ii».iV<~j 
Act".  -  *ha  court  found  that  tha  Hatlcoal  Cradlt  Unloa  AdBtatatratlon  axcaadad  Ita  ' 
•uthocltr  by  approving  of  tha  share  drafts,  and  that  the  drafta  are  Illegal  rniOar 
tha  statutes  of  the  Kct  vhlch  prohibit  the  psvusnt  of  Interest  on  daunl  deposit*. 

are  alao  jaopardlzad  by  tha  court-a  declalan.  The  court  delayed  tha  affective  data 
of  Its  eullng  nntll  JBRoaiy  1,  19ao.  anleaa  Congraaa  anenda  tha  Banking  Act  bafoE* 
than  tha  ahara  drafts  will  becoB  Illegal. 

In  Its  daclslon.  tha  court  noted  that  ■■  the  dltferem*  batHmi  financial 


types  of  financial  InHtltutlons  oreated  by  Congreaslonal  anactaent  to  aarva  dlffaraot 
public  needs  have  now  bacon,   cr  are  rapidly  beccoing,   three  separata  but  hdaoganacos 
tyies  ot  financial  institutions  offering  virtually  Identical  sarvlcea  to  tha  pnblls 
all  without  the  benefit  of  Congressional  consideration  and  statutory  anactaanC' 

H.R.  3864  would  revise  the  Banking  kct  to  penlt  tta  uaa  of  shors  drafta  and  tb* 
other  endangered  Interest-bearing    de^nd  deposits.     The  Bantars  Comlttaa  atreoglr 
exposes  the  anactment  of  H.tl.  3864  because  It  Is  clearly  contrary  to  tha  Intant  of 
Congress  In  establishing  ttie  differsnt  forma  of  financial  intenadiaclea.    ^ 

Tha  cr»31t  unions  were  originally  organised  to  provide  for  tha  flnanel*!  naads 
of  those  of  Bodest  means.     An  essential  charactarlstlc  of  credit  oniCDS  is  that  Uialr 
aeiiierBhlp  is  suppcaad  to  ba  limited  by  a  strictly  defined  cimian  bom 
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■ggno^valy  u^uidad  tlwlz  iiwiitsrahlp  to  aoch  an  axCwit  Uwt  tt«  ciiwim  bead  i— v^il 
has  beco^  lAr^aly  Izcvldnnt.     Tbaaa  oz«dit  unlcna  opazBta  aa  wo^ild  any  ottw 
flnanclAl  ]iil«i— illirj.    In  fsaotioa  defining  tlialr  ecinn  bond  am  thoaa  vho  balong  to 
Uia  cmlic  union.     Tb*M  credit  Dnlona  cc^eta  beaa  on  with  tbe  otlar  fliwncial 
iDteisBdlarlaa,  allectlvaly  otilUlng  Uwli  tax-aitenpt  atatua  and  othar  ■dmntafaa 
vhich  CMble  then  to  offer  Ealativaly  high  lataa  of  iDteiBBt  to  neBbarB. 

The  growth  of  the  oradit  unlcna  haa  bean  aeoozed  by  attracting  funda  that  vooUl 
othervlae  haw  ba«n  avaljabla  to  ooapatljig  Intarvedlarlea.     Vbeae  fuoda,  in  tuKHi 

gaina  uda  by  the  credit  uniona  have  ccoe  nalnly  at  tlta  u^eiue  of  the  othex 
IntAmedlarl**.     Tha  prlnry  raaaoD  credit  uniona  siay  ccafiete  ao  aucceaafully  ia  that 
their  affective  cost  of  oapital  la  raducad  by  their  freedco  frco  taxaticn. 

Ita  Boat  profitable  uae.     FurtharBOra,  eooncolc  theory  itataa  that  aUocatlva 
efficiency  ia  mxiaixed  when  the  nrginal  rataa  of  return  on  Invaatnant  are  equal 
throughout  tha  econoq'.     CovemiiBnt  tax  policy  distorts  the  miglnal  ratam  on 
capital  by  ioposlng  coats  on  sema  foraa  of  Interned  lor  lea  and  axaivtlng  otlmra. 
Chla  Ifiada  to  a  nisallocatlon  of  naaumaa.  and,  thereby,  to  eeononlo  Inefflciem^. 
H.R.  3S64  would  augnant  the  alretdy  algnlflcoiDt  powar  of  the  credit  uniona  bf 
granting  then  the  right  to  offer  demind  deposits.     This  intrualon  of  thn  credit 
uniona  Into  the  traditionl  dcaain  of  coHiercial  banking  prlaarlly  threaten*  tlw 
viability  of  the  smllAr  Institationa.     The  interest-bearing  ahare  drafts  au^ly 
tbe  credit  unions  with  yet  anotlsr  neans  to  draw  funds  frco  tha  other  ints»sdlarlaa, 
sspeclally  snail  banlis  who  cannot  affoEd  to  offer  high  latss  of  interest  on  their 
deaiand  accounts.     By  undermining  their  financial  strength,  credit  unlcn  drafts  ulU 
snCDuiage  the  acguiHitlon  of  snialler  banka  by  larger  banks  or  bank  holding  coqiBnlea. 
This  can  only  weatasn  cn^etition  and  increase  the  already  considsrable  concsntrnticB 
of  the  banking  Industry. 
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E*gal2Bi*ata  foe  ill  typaa  at  (IbubIsI  Intir— illirtat.     Id  ec«v*tii«  otch  ttm  i  irtll 
uslQiu  auty  banka  aza  baapaxad  by  tha  sbllgatlon  to  naintain  xaMCvaa  vUdi 
otharvlaa  could  ba  limaatiad  In  aanltig  aaaeea.     Although  BJt.  IBM  vooU  oo^al 
eradlt  unlona  to  maintaJln  tesanas  on  theli  tzanaaecion  accounta,  thair  bUve 
llabiutlaa  woiaU  atlll  ba  «nii^  teem  teaena  »qulraB*nta.     This  la  anottee 
altuBtlon  which  Bust  ba  [aotiflad     If  flmnelal  Inatltutlcoa  an  to  ci^^ata  so 
a  fall:  and  aqultabla  baala. 

Anothar  liqKa;tant  oonaldantloo  ta  tha  datrlaantal  afftct  tha  anantaaiit  oC 
B.R.  3M4  KoDld  have  on  tha  efteetlia  BMcutloo  of  monatazy  policy.     CtaifBaaa, 
whan  laaaliK)  tha  Banking  Act,  nco^nlsed  that  the  ability  of  tha  Konatazy 
IntamBdlailaa  to  act  aa  ceposltotlea  ot  deiiand  dapoalts  la  clsaaly  italatad  to  tha 
laitdca*  lola  aa  InatciBanCa  of  mnBtaiy  policy.     Aa  the  dlatluctloBa  batman  —— —t*-?; 
and  Iiaietacr  IntamBdlaries  raoaded,  tha  Fadeial  Peaena  haa  exparlaiioaa  Ineraaalaj 
difficulty  In  Intarpntti^  and  contzolllng  the  vonatcry  aggngataa.     Ulortag  ozadlt 


The  anBll  banliara  of  this  uatlca  aupport  the  conespt  ot  ealz-  coocatttlai  Witt 
the  othac  (Inanolal  InCeciudiaiies.     But  if  eofiattUon  la  to  to  tra^  aqaltablA,  Urn 
eiadlt  unlona  Boat  be  willing  to  aooapt  tha  aaaa  lesponalhllities  aa  tha  otliar 
■leatiera  of  tha  flnanoial  connunlty.     Yhe  Mall  tank*  an  toing  onahad  faetaaaB  tha 
Eapidly  gnwlng  credit  unions  and  tha  huge  financial  inatitotlona.     B.tt,  3BM.  bf 
lagallzlng  credit  onlai  shin  drafta,  grant*  tha  credit  unioni  yet  anothar  advuMga 
whllB  containing  no  provlsiona  to  correct  tha  inbalancea  which  Btzaady  axlBt. 

Conaequently,  the  Banters  Ccn&ittae  strongly  reccoBanda  that  tha  Sahooanlthaa 
reject  H.R.   IBM.     thank  you  far  this  opportunity  to  axpna*  our  viawa  on  tUa 
lagortant  subject . 
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•  CoiKtct**  Foe  Tax  Bqiulttj 
tm  B.1.  3864 


»i— IT  ot  I»Mon»  tor  Oo>e»ltlon 
iMacut  oa  DtmrnnA  AccooBta:     Major  Cbbh  ot  attaint  Uaaat«  ot  UM'o 
iDCteaa*  In  lataiwac  Caau  Bill  Cauaa  Spoealatloa 
Suller  Banka  Hill  B*  Dwu«»d  Moat 

Bask  Tallurca  and  Vaakanii«  ot  Bank*  VUl  DMpan  Curi 
Increaaad  Bank  Taluovan  lUll  Bodve*  CoBpaEiClon 
Sural  Aiaa*  VUl  Suffer  Moat 

Xartowing  Dlf  teraoc**  Bacvan  lypea  of  Banks  Hill  Daaag*  Bo 
Tas  luaquittaa  Daaasa  Frlvata  Entarprias  Coaaaidal  Bank* 
Fedetal  B«aoTva  KaObarahip  FrolilaB  Umild  Ba  iBsravatad 
Ho  Evldencs  that  Cbo  Mall  Savor  HIU  BaoaflC 
Coocluaion:     H.R.   39M  Hill  Banstlt  Haalthy;  DHaia  All  Oth 
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unttT  to  Itiu  OBT 


<f  «pp«ili  foi  ttw  Hatrlec 
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